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MORE THAN THE SUM OF OUR PARTS

Developers Diversified Realty 2007 Annual Report

Valley Central Shopping Center in Los Angeles, CA
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Developers Diversified owns and manages aver 740 retail and development properties in
45 states, plus Puerto Rico, Brazil, Russia and Canada totaling over 163 million square
feet. Developers Diversified is a self-administered and self-managed real estate investment
trust (REIT) operating as a fully integrated real estate company which acquires, develops,

leases and manages shopping centers.
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FINANCIAL HIGHLIGHTS

(in thousands, except per share data) 2007 2006 2005 2004 2003
Revenues 3 944,851 § 775324 $ 678,109 $ 532383 $ 417,481
Funds from operations:"
Net income applicable to comman shareholders $ 22513 $ 198,095 § 227,474 $ 219,056 $ 189,056
Depreciation and amortization of real estate investments 214,396 185,449 169,117 130,536 93,174
Equity in net income of joint ventures (43,229) (30,337) {34.873) {40,895) {44,967)
Gain on sale of joint venture interests - - - - (7,850}
Joint ventures' funds from operations 84,423 44,473 49,302 46,209 47,942
Minority equity interests [OP Units) 2,275 2,116 2,918 2,607 1,769
Gain on disposition of depreciable real estate investments net {17,956) (21,987) (58,834) (68,179] (67,352
Cumulative effect of adoption of a new accounting standard - - - 3.001 -
Funds from operations applicable to common shareholders 465,022 377,809 355,102 292,335 21,672
50,934 55,169 55,169 50,706 51,205
Funds from operations $ 515,956 $ 432978 $ 41027 $ 343,041 $ 262,877
Net operating income® $ 621,296 $ 517,542 $ 452,801 $ 355621 $ 273,930
Real estate (at cost)™ $ 8,984,671 $7,447,459 $7,029,337 $5.603,424 $3,884,911
Per share (diluted):
Net income 5 1.85 $ 1.81 $ 2.08 $ 224 $ 2.27
Funds from operations” $ 3.79 $ 3.41 $ 3.1 $ 295 $ 2.51
Dividends declared {per share) $ .64 $ 2.36 § 2.16 $ 1.94 $ 1.69
Weighted average shares (diluted) 121,497 109,613 109,142 99,024 84,188
Weighted average shares and OP Units (diluted) 122,16 110,826 110,700 99,147 84,319

) The Company believes that Funds From Operations (FFO™), which 1s not a generally accepled accounting principle ["GAAP™) fi ial
performance of real estate investment trusts (*REITs"). I is frequently used by securities analysts, investors and other interested parties to evaluate the performance of REITs, most of which present FFO along
with net income a5 caiculated in accordance with GAAP. FFQ does not represent cash generated from operating activities in accordance with GAAP and is not necessarily indicative of cash available o fund ¢ash
needs and should not be considered as an alternative to net income as an indicator of the Company's operatir g performance or as an alternative to cash flows as a measure of liquicty.

12} Net aperating income eguals income betore depreciation, amortization, interest income and expense. equity in nut income of joint ventures, minority equity interests, taxes and gain/loss on disposition of real estate.

13} Does not include property owned through joint ventures.
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MORE THAN A LIFESTYLE CENTER

Town Center Plaza in Kansas City, KS




MORE THAN A MIXED-USE CENTER

Paseo Colorado in Los Angeles, CA



MORE THAN ASSET QUALITY




It's a neighborhood center in Atlanta, hybrid center in San Antonio and a lifestyle center in
Denver. It's enclosed in Puerta Rico, urban in Miami and multi-level in Brazii. Adapted to
each market, Developers Diversified properties are characterized by low average age,
consistent internal growth, market dominance and active asset management.

When it comes to the value of our wide-ranging portfolio, clearly, we are more than

the sum of our parts.
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The Shops at Midtewn Miami in Miami, FL




MORE THAN A GREAT TENANT




Our close relationships with our tenants provide precious opportunities to stay on top of retail
trends, track changes in shopping preferences and habits, migrate into new formats
together...grow together. By identifying optimally positioned properties, leasing to top-flight
retailers and generating traffic for those retailers, we create synergy and success.

When it comes to the value of our dynamic partnerships with our tenants, clearly, we are
mare than the sum of our parts.
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Deer Park Town Censer in Chicago, IL




MORE THAN ACCESS TO CAPITAL
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Birkdale Village in Chartotte, NC



Developers Diversified has helped pioneer joint venture arrangements in the REIT industry and,
in general, pointed the way in conceiving innovative ways to engage institutional partners.
Now we are committing resgurces to a more active and more comprehensive funds management
platform that will secure long-term relationships and promote profitability on our
combined investments.

When it comes to the value of our investment partners, clearly, we are more than the sum
of our parts.

Name

DDRTC Core Retail Fund
Macquarie DDR Trust

Coventry Il

DOR Domestic Retail Fund |
Retail Value Investment Program
DDRA Community Centers
Inland-5AU Retail Fund

DDR Markaz Il

TRT DDR Venture

Other

Total

Partner

TIAA-CREF

Macquarie Bank

Various

Various

Prudential Real Estate Investors
DRA Advisars

State of Utah

Kuwait Financial Centre

Total Realty Trust

Various

Gross Asset
Value(M)

$ 3,020
2,810
1,807
1,500

405

375

324

311

162

+ 601

$ 11,315




MORE THAN TRADITIONAL LEASING
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Plaza del Sol in San Juan, Puerto Rico




By maximizing common area income opportunities, cultivating relationships with potential
advertisers and event sponsors, and welcoming special retailer formats such as kiosks and seasonal
stores, our new business development team continues to invent imaginative pathways to
non-traditional sources of revenue.

When it comes to the value of the interior and external space of our properties, clearly, we
are more than the sum of our parts.
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Paseo Colorado in Los Angeles, CA




MORE THAN DEVELOPMENT CAPACITY
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A robust pipeline and recognition by many industry sources as the nation's leading developer of
shopping centers are two distinctions that only begin to foretell tomorrow's development
possibilities. The opporfunity to be highly selective in weighing development opticns, proven
prowess in adapting shopping center formats to communities” individual needs, expertise in
containing construction costs and other advantages give Developers Diversified uncommon
flexibility for growth,

When it comes to the value of our development pipeline and infrastructure, clearly,
we are mare than the sum of our parts.
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The Shops at Midtawn Miami in Miami, FL




MORE THAN MEETS THE EYE

What a difference a year makes! As | wrote this letter to shareholders last year
at this time, we at Developers Diversified were celebrating the successful
acquisition and financing of a $6 billion portfolio. We were awash in capital
from a plethora of sources. Real estate prices were at historic highs. Share
prices for REITs, including Developers Diversified, were at lofty levels, Retailers
were expanding aggressively. The U.S. economy appeared to be strong.
It was "the best of times.”

Now, a year later, on the heels of the sub-prime mortgage crisis, we are
facing a historic liquidity crisis. REIT share prices, including ours, have
plummeted. The US. economy is teetering on the verge of a serious
recession. Retailers are more cautious. In short, these are decidedly more
turbulent times.

Sounds pretty bleak, doesn't it? In fact, if you read the papers and
watch the news, you might be pretty concerned about the near-term
prospects for a leader in the retail real estate business. Qur share price
reflects this concern, and it is guite discouraging to us, as I'm sure it is to
our investors. It is particularly frustrating to our management team,
because we know that we've been here before and that each time we
navigated successfully through simitar liquidity crises and periods of
economic distress. Each time, we emerged a stronger company than we
were before, and each time we capitalized on the dislocation in the capital
markets and set ourselves up for stellar earnings growth in the ensuing
years. While we do not diminish the operational challenges that face our
industry, we approach them with the guiet confidence of someone who
has “been there and done that,” and we eagerly look forward to the
opportunity to prove ourselves once again,

A glance back

That said, let's look into the rear-view mirror first because | believe a
historical context is vital to grasping how we're doing and where we are.
The past few months have not been kind to the U.S. economy. Financial
turbulence, with the sub-prime crisis grabbing the headlines, has been
unnerving. But reflecting on recent history helps settle the nerves because
this is actually the third time in our 15 years as a public company that
capital markets have been shaken. Twice before we came through tough
times - not just unscathed, but as a far stronger company - and today
we are..well, to borrow from our name..markedly mere developed and
diversified than when we weathered those storms. So let's review,

When we made our initial public offering on February 2, 1993, it was
fargely as a response to the credit crisis caused by the Tax Reform Act of
1986 and the ensuing S & L crisis. The next credit crunch, in the late '90s,
was sparked by massive shocks to the credit system, the high-profile failure
of Leng-Term Capital Management and the Russian debt crisis. And now,
fess than a decade later, we find ourselves once again conducting business
in a forbidding economic climate marked by limited liquidity. So how do
our two previous experiences inform us about this third time we see real
estate under pressure?




In the '90s, dim prospects from our traditional financing sources fed us
to find new capital sources, through public market equity in 1993 and
through joint venture partnerships in 1995. Clearly, both of those initiatives
have turned out exceedingly well, with stockholders' investments and
innovative financial partnerships helping to fuel exceptional growth and
profitability for Developers Diversified and for our partners.

At the time of our IPO we were a $400 million company - highly focused
on a specific retail format and a much smaller circle of tenants, with higher
concentrations of credit, far fewer assets, rather limited geographic diversity
and no international exposure. We surely did not have the credit rating we
enioy today or today's abundance of capital sources. In 1993, when we
became one of the first real estate companies to put public equity on its
balance sheet, we did not have many other optiens for growth.

Although only a few years passed until we encountered the next period
of ecopomic pressure, by then we had progressed far past our 1993 size
and diversity. In addition to advancing through the IPQ, our pioneering
strategy of forming joint ventures had enabled us to double our size
through the partnership with DRA Advisors and to grow opportunistically
again through the partnership with Prudential Real Estate Investors - at a
time when capital was still extremely scarce. The retained earnings we
generated from operations in those days were insignificant, and our stock
price was stagnant. We were unwilling to dilute our shareholders by issuing
comrmon shares at a low stock price, 5o a central strateqy at that time was
continuing to pursue and perfect joint venture arrangements to enhance
our portfolioc and profitability. Instead of selling shares of Developers
Diversified, we raised hundreds of millions of dollars from institutional
investors to co-invest in specific projects. We capitalized on our
infrastructure and we were paid handsomely to pursue private investments
on behalf of our financial partners. Once again, we needed to respond
resourcefully to economic challenge, and we exited a difficult couple of
years positioned for further growth and success.

Today, for the third time we are seeing aspects of a liquidity crisis in the
public equity and debt markets, but that is where the similarities end.
Whereas we previously had to take bold initiatives to access ca{pital.
the Developers Diversified of today has uncommen access to capital in a
capital-constrained environment because we have a conservative balance
sheet and we generate a significant amount of retained earnings and
organic growth. Moreover, our joint venture operations have matured to
the point where we have developed a significant and professional funds
management business with extensive relationships with many major
institutional investors, and equity capital is readily available to us.

So while we are regarding the current economic cycle with all due
concern and scrutiny, we believe we have access to capital - where others
may not - to prudently fund opportunities that present themselves. Unlike
1993 and 1998, when we needed to reinvent ourselves to gain capital
for growth and maneuverability, we now feel freer to channel our
resourcefulness and ingenuity into development and operations advances,

With that evolutionary context as a foundation for analyzing Developers
Diversified's current position and performance, let's turn to a number of
other perspectives.

Retail realities

The papers | read, bath from Main Street and Wall Street, seem to make
some faulty assumptions about the retail sector. The casual follower of
economic oscillations might reason, for example, that one of the first
punches thrown by a troubled economy is at retail stores...or that retail is
particularly susceptible te declines when home price appreciation and
mortgage equity sag. The historic reality, however, has been that U.S. retail
sales have shown very little volatility in the last half century, showing
consistent growth during most periods and stability through several
recessions and several declines in housing values.

Long Term Retail Sates
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As for reassurances about our own involvement with retailers, | have
several, One is that consumers are increasingly spending their dollars at
Wal-Mart, Target and other large retailers that have been the cornerstones
of our format. These retailers offer an unmatched value proposition to
consumers that has enabled them to consistently gain market share from
other retailers, and they sell a considerable volume of non-discretionary
items that are generally unaffected by economic cycles. Another
reassurance is that our nurturing of ctose relationships with our industry's
top retailers - exceptionally managed companies that are positioned well
competitively and financially - continues to reward us. Their ability to
continue to thrive in a less robust economy is a primary reason that we
ended 2007 with an occupancy rate of approximately 96 percent and that
our lease renewal rate for 2008 has been pointing to another solid year.

A concluding and guite important point to make about our relationships
with retail’s star performers relates to the trust factor required for successful
development projects. [f a shopping center developer runs into financial
trouble and turns to us as a possible partner to complete the project, we
can offer the developer our experience and our access to capital and we
can offer the proposed tenants the secure sponscrship and certainty of
execution they are looking for in an environment where this can no longer
be taken for granted. Several of our most exciting projects right now have
followed this scenario.




The good news

While econemic turbulence does create unique challenges, it is important
to note that there are also some great opportunities created in times
like this:

* The aggressive cuts in the federal funds rate by the Federal Reserve
Bank will result in many millions of dollars in interest rate savings during
the coming year. We have very significant credit lines in place with a
broad consortium of domestic and international banks, and our credit
spreads are fixed by contract. The significant reduction n interest rates
will enhance our balance sheet metrics and generate significant additional
retained earnings for reinvestment in new opportunities.

* The rapid fall in relative value of the U.S. dollar has significantly
enhanced the value of our investments abroad in other currencies. Qur
investment in Brazil, for example, has appreciated almost 20 percent
simply because of the increase in the value of the Brazilian currency
against the U.S, dollar.

* The lack of liquidity in the capital markets will dramaticaily limit
competition from private developers. Such competition has been fierce
in recent years. The private developers who have been our primary
competitors in recent years rely almost exclusively on bank debt to fund
their projects, and that type of conventional bank financing will be
exceedingly difficutt to access in the near term. Our much more diverse
access to capital will provide us with a decided competitive advantage.

When we became a public company in 1993, it was precisely to provide
us with unique access to capital in turbulent times. The coming year will
present exciting investment opportunities for companies like ours who
boast conservative balance sheets and outstanding relationships with
institutional investors with an appetite for real estate investment.

Revisiting the 2007 expansion

In 1ast year's annual report we devoted a good deal of space to discussing
the $6.2 billion acquisition of Inland Retail Real Estate Trust, Inc. (IRRETI)
and the resulting expansion of our assets under management by 38 percent.
One of our primary points at the time was that we had seized an
opportunity to enhance our portfolio, not to enlarge it. Portfolio size, as
an end in itself, has never been part of our strategy. Our goals relate
primarily to the long term profitability of Developers Diversified and the
return we deliver to shareholders.

True to our word, in the months following the acquisition we sold $600
million of assets that did not fit into our business medel. The dispositions,
at excellent sale prices, in retrospect, raised the overall quality of our
portfolio while generating capital to reinvest in new formats and properties
that will augment our organic growth rate.

In the months following the acquisition, we took pride in two critical
achievements: the smooth integration of the most desirable former IRRETI
properties and completion of the acguisition's permanent financing, as
planned. By issuing equity and establishing long-term partnerships with
TIAA-CREF and a commingled fund composed of blue-chip demestic and
international institutions, we capitalized the new assets with long-term
equity and debt and ensured that our balance sheet was as strong and
flexible as it has ever been.

Competitive advantages

As | assess how well we weathered a tough year for U.S. businesses and
consumers - while dramatically improving our portfolio - two complementary
Developers Diversified strengths come into sharp focus: our access to private
capital and our company's infrastructure. We say in our business that capital
is king, and that is even more true when capital is scarce. If we take another
look at our company’s performance in the aftermath of the liquidity crises
fn 1993 and at the end of the '90s, we'll see that our capital advantage,
vis-4-vis our peers, sparked dramatic gains and lifted us to leadership
in our industry.

And our determination since 1993 to build sources of capital has been
matched by our efforts to build the company’s infrastructure, The
synergistic result, particularly in a difficult economic cycle, is a position
where we can be extremely selective about development and acquisition
opportunities, pursuing only those with the least risk and the highest
potential returns - opportunities that augur well for short-term earnings
and our long-term growth rate.

A third competitive advantage that deserves mention in every annual
report is our relationships. We routinely cite how our close ties to our
tenants yield invaluable intelligence about retail trends and formats, but
the importance of our relationships with joint venture partners and other
investors cannot be overstated. Of current assets valued at more than $20
billion, more than 40 percent has been capitalized by our institutional
joint venture and fund partners. | would not be accentuating our access to
capital in this letter if it were not for the many outstanding joint venture
partnerships we have created and cultivated. | aiso believe it is important
1o note that we have grown this business in a thoughtful fashion, making
sure to align ourselves with like-minded partners who want to own quality
shopping centers for a long period of time,

Recognizing that funds management is such a vital part of our business,
we have made it a formal part of our platform. A dedicated funds management
department will erable us to provide more extensive reporting and other
services to joint venture partners and to pension funds and other private
investors that prefer investing in real estate over securities. Qur management
of the fund we have with TIAA-CREF and our establishment of DDR Domestic
Retail Fund | stand out as illustrations of our growing capability in this area.




International growth

In last year's report we discussed our first investments in South America
and Russia and the fit these initiatives have with our growth and diversity
strategies and with our exportable areas of expertise. As promised, we are
pursuing overseas opportunities carefully. In 2007, we diligently explored
many countiries and many investment possibilities, but our activities
beyond fact-finding are currently concentrated in Brazil, Russia and Canada
- our latest expansion, In all three cases, we are delighted with our business
partners, our progress and what we see on the horizon.

The investment in Brazil, where we are already the country's second
largest retail landlord, has turned out to be exceptionally well-timed, as
property values have risen sharply and our organization has sourced
several new development oppaortunities. In fact, the value of our Brazilian
company has appreciated by more than $400 million since we made our
initial investment just over a year ago! In Russia, we have established a
promising foothold in an emerging market that has one of the fastest
growing middle classes in the world and retail occupancy rates that are
unheard of in the U.S, due to the extreme lack of retail supply. And our
joint venture in Canada, where we are focusing on Toronto initially, once
again reflects our conservative strategy as we enter a market so similar to
what we know best, while offering development opportunities that are
much more challenging to find in comparable major U.S. cities.

Our internationa! activities will continue to depend on identifying
excellent joint venture partners in fundamentally attractive markets. The
disciplined tack we are taking mirrors our approach in the U.S. and Puerto
Rico of confining entries to markets where we can be a dominant player.
Consistent with that approach, we are working closely with Wal-Mart in
executing its new store strategy in Brazil - one of the markets Wal-Mart
has identified as a primary growth aim internationally - and with Wal-Mart
to execute its hyper-market strategy in Puerto Rico and with Kohl's to
enter the Puerto Rico market.

Strength at the top

In 2007, | was priviteged to receive a corporate kindness award that paid
tribute to our company's cemmunity-mindedness. In the video that played
the evening we were honared, | took particular pride in comments made
by my colleagues stressing Developers Diversified's culture of cooperation
and integrity and our employees' passion for their work.

Those values have contributed to the development of a first-rate and
notably stable Executive Committee, now numbering 43 impressive men
and women, | have deep confidence in my colleagues’ skills, judgment
and commitment, and they are certainly a Developers Diversified

"competitive advantage.”

New to the upper management this year is David Oakes, who brings a
deep background in finance and investing. He and Ban Hurwitz, who this
past year assumed new duties as president and chief operating officer,
should have many years of exemplary service ta our company and our
shareholders ahead of them.

More than ready

As | complete this year's letter, credit market conditions are the worst they
have been since we went public. Maintaining success in coming months
will require continued vigilance about protecting the balance sheet,
controlling construction costs and development risk, and retaining the
confidence of fixed-income investors and rating agencies to make sure we
maintain access to public debt and private capital. In that regard, | am
pleased to report that at the time of writing this letter we have been able
to secure financing commitments to meet substantially all of our 2008
debt maturities.

But accompanying that healthy wariness is confidence borne of surmounting
economic hurdles before - each time emerging as a better company - and
positioning ourselves for growth and profitability in any economic climate.

More than ever, we are prepared to adjust to the natural fluctuation
of econemic cycles and to pursue the right opportunities on behalf of
our shareholders.

,‘éz—;_
Scott A. Wolstein

Chairman of the Board and Chief Executive Officer
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(1) The Company believes that Funds From Operations ("FFO*), which is nat a generally accepted accounting
principal {"GAAP*) financial measure, provides an additional and usetul means to assess the financial performancs
of real estate Investment trusts (*REITs ). It is frequently used by securities analysts. Investors and other
interested parties 1o evatuste the performance of REITs, most of which present FFO slong with net income
as calculated in accordance with GAAP. FFO does not represent cash generated from operating activities in
wetondance with GAAP and is nok ive of cash 1% fund cash reeds and should oot be
considered s an ahemative to net income as an indicator of the Company's operating performance or as an
atternative to cash flows as 8 measure of liquidity.

12) Net operating income equals income before depreciation, amortization, nterest income and expense, equity in
net income of joint ventures, minority equity interests, taxes and gain/loss on dispasition of real estate.




CONSOLIDATED COMPARATIVE SUMMARY OF SELECTED FINANCIAL DATA

{In thousands, except per share data}
For the years ended December 31,

2007 2006 2005 2004 2003
Revenues $ 944,851 $ 775324 $ 678,109 $ 532,383 $ 417,481
Expenses:
Rental operations 323,555 257,782 225,308 176,762 143,551
Depreciation and amortization 219,101 182,007 153,605 116,145 83,276
Total 542,656 439,789 378,913 292,907 226,827
Interest income 8,808 9,053 10,004 4,205 5082
Interest expense (261,318) (208,512} [170,587) (115,580) [79,201)
Qther expense, net (3,019) (446} (2,532) {1,779) (10,119)
Total {255,529) (199,905} (163.115) [113,154) (84,238)
Income before equity in net income of joint ventures, gain on disposition of jeint
venture interests, minority equity interests, income tax benefit (expense} of taxable
REIT subsidiaries and franchise taxes, discontinued operations, gain on disposition
of real estate and cumulative effect of adoption of a new accounting standard 146,666 135,630 136,081 126,322 106,416
Equity in net income of joint ventures 43,229 30,337 34873 40,895 44 967
Gain on disposition ¢f joint venture interests - - - - 7950
Minority equity interests (17,783) (8,453) (7,881) (5,064) [5,365)
Income tax benefit {expense) of taxable REIT subsidiaries and franchise taxes 14,642 2,497 (276) [1,467) (1,621}
Incame from continuing operations 186,754 160,01 162,797 160,686 152,347
Discontinued operations:
Income from discontinued operaticns 8,183 10,179 15,039 18,874 13,522
Gain on disposition of real estate, net of tax 12,259 11,051 16,667 8,561 460
20,442 21,230 31,706 27,435 13,982
Income before gain on disposition of real estate 207,196 181,241 184,503 188,121 166,329
Gain on disposition of real estate 68,851 72,023 88,140 84,642 73932
Cumulative effect of adoption of a new accounting standard - - - (3,001) -
Net income $ 276,047 $ 253,264 $ 282643 $ 269,762 $ 240,261
Net income applicable to common shareholders $ 225111 $ 198,095 $ 227474 $ 219,056 $ 189,056
Funds From Operations:"
Net income applicable to common sharehelders $ 225113 $ 198,095 $ 227474 $ 219,056 $ 189,056
Depreciation and amortization of real estate investments 214,396 185,449 169,117 130,536 93,174
Equity in net income of jaint ventures (43,229) (30,337) {34.873) (40,895) (44,967
Gain on disposition of joint venture interests - - - - {7,850
Joint ventures' funds from operations 84,4223 44473 49302 46,209 47942
Minority equity interests [OP Units) 2,275 FAIL 2,916 2,607 1,769
Gain on disposition of depreciable real estate investments, net (17,956) [21,987) (58,834) {68,179) (67,352}
Cumulative effect of adoption of a new accounting standard - - - 3,001 -
FFQ applicable to camman sharehalders 465,022 377,809 355,102 292,335 211,672
Preferred share dividends 50,934 55,169 55,169 50,706 51,205
$ 515,956 $ 432978 $ 402N $ 343041 $ 262877
Earnings per share data - Basic:
Income from continuing operations $ 1.69 $ 1.63 $ 1.81 $ 2.02 $ 214
Income from discontinued operations 017 0.19 0.2% 0.28 017
Cumulative effect of adoption of a new accounting standard - - - {0.03) -
Net income applicable to common shareholders $ 1.86 $ 1.82 $ 2.10 $ 2.27 $ 23
Weighted average number of common shares 120,879 109,002 108,310 96,638 81,903
Earnings per share data - Diluted:
Income from continuing operations $ 1.68 $ 1.62 $ 1.79 $ 199 $ 2.10
Income from discontinued operations 0.17 0.19 0.29 0.28 047
Cumulative effect of adoption of a new accounting standard - - - (0.03}) -
Net income applicable to common shareholders $ 1.85 $ 1.81 $ 2.08 3 2.24 $ 2.27
Weighted average number of common shares 121,497 109,613 109,142 99,024 84,188
Cash dividends declared (per share) $ 2.64 $ 236 $ 2.16 3 1.94 H 1.69
Funds From Operations diluted™ $ 3.79 H kX3 $ 3.2 $ 295 $ 251
At December 31, 2007 2006 2005 2004 2003
Real estate {at cost}? $ 1,984,671 $ 7,447,459 $ 7,029,337 $ 5,603,424 $3,884911
Real estate, net of accumulated depreciation 7,960,623 6,586,193 6,336,514 5,035,193 3,426,698
Investments in and advances to joint ventures 638,111 291,685 275,136 288,020 260,143
Total assets 9,089,816 7,179,753 6,862,977 5,583,547 3941,151
Total debt 5,591,014 4,248,812 3,681,001 2,718,680 2,083,131
Sharehoiders’ equity 2,998,825 2,496,183 2,570,281 2,554,319 1,614,070
Total market equity® 10,755,742 7,620,603 5,891,192 5,560,516 3,474,190

A The Company bebieves that Funds From Dperstions {"FFO°), which is 2 non-GAAP Financial measure, provides an addibonal and useful means to 2ssess the financial performancs of real estate imvestment trusts ["REITS'L 1t is. frequently used by secumbies. analysts, investors
and other intertsted partes to evatuate the performance of REIMTs, mest of which prcsent FFY aking wath net income mikcutated in actondincs with GAAP: FK) dots not. represent cash generated from gperating activitics n accondance with generaty actopted atxounting
principhes and is not recessanly indicatrve of cash available o furd cash needs FFO should not be considered as an alternative to net income as n indicator of the Company's operating perfarmance or as an alternative to cash flows as a measure of liquidity See Funds
from Qperaticns discussion in Management's Discussion and Analysis of Financia) Conditions and Results of Operations.

& Does nat inchude property owned thiough joint venturts.

Q@ Represents aumber of conuman shares and operating partaership unis outstanding multilied by te chosing market price on the last day of rading for the year plus preferned shares and prefeered parmership L 3t lquidation value,
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MANAGEMENT'S DISCUSSION AND ANALYSIS

OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion should be read in conjunction with the consolidated
financial statements, the notes thereto and the comparative summary of
selected financial data appearing elsewhere in this report. Historical results
and percentage relationships set forth in the consolidated financial
statements, including trends that might appear, should not be taken as
indicative of future operations. The Company considers portions of this
infermation to be "forward-looking statements™ within the meaning of
Section 27A of the Securities Exchange Act of 1933 and Section 21E of the
Securities Exchange Act of 1934, both as amended, with respect te the
Company's expectations for future periods. Forward-looking statements
include, without limitation, statements related to acquisitions (including
any related pro forma financial information) and other business
development activities, future capital expenditures, financing sources and
availabitity and the effects of environmental and other regulations.
Although the Company believes that the expectations reflected in those
forward-locking statements are based upon reasonable assumptions, it
can give no assurance that its expectations will be achieved. For this
purpose, any staiements contained herein that are not statements of
historical fact should be deemed to be forward-looking statements.
Without himiting the foregoing, the words “believes,” “anticipates,”
“plans,” “expects,” “seeks,” “estimates” and similar expressions are intended to
identify forward-looking statements, Readers should exercise caution in
interpreting and relying on forward-looking statements because they
involve known and unknown risks, uncertainties and other factors that
are, in some cases, beyond the Company's control and that could cause
actual results to differ materially from those expressed or implied in the
forward-looking statements and could materially affeet the Company's
actusl results, performance or achievements.

Factors that could cause actual results, performance or achievements to
differ materially from those expressed or implied by forward-looking
statements include, but are not limited to, the following:

* The Company is subject to general risks affecting the real estate
industry, including the need to enter into new leases or renew leases
on favorable terms to generate rental revenues;

¢ The Company could be adversely affected by changes in the local
markets where its properties are located, as well as by adverse changes
in national economic and market conditions;

* The Company may fail to anticipate the effects on its properties of
changes in consumer buying practices, including sales over the Internet
and the resulting retailing practices and space needs of its tenants;

* The Company is subject to competition for tenants from other owners
of retail properties, and its tenants are subject to competition from
other retailers and methods of distribution. The Company is dependent
upon the successful operations and financial condition of its tenants, in

particular of its major tenants, and could be adversely affected by the
bankruptcy of those tenants;

The Company may not realize the intended benefits of acquisition or
merger transactions. The acquired assets may not perform as well as
the Company anticipated, or the Company may not successfully
integrate the assets and realize the improvements in occupancy and
operating results that the Company anticipates. The acquisition of
certain assets may subject the Company to liabilities, including
environmental liabilities; ‘

The Company may fail to identify, acquire, construct or develop
additional properties that produce a desired yield on invested capital, or
may fail to effectively integrate acquisitions of properties or portfolios
of properties. In addition, the Company may be limited in its acquisition
opportunities due to competition and other factors;

The Company may fail to dispose of properties on favorable terms. In
addition, real estate investments can be illiquid and fimit the Company's
ability to promptly make changes to its portfolio to respond to
economic and other conditions;

The Company may abandon a development opportunity after expending
resources if it determines that the development oppartunity is not feasible,
or if it is unable to obtain all necessary zoning and other required
governmental permits and authorizations;

The Company may not complete development projects on schedule as a
result of various factors, many of which are beyond the Company's control,
such as weather, labor conditions, governmental approvals, material
shortages, or general economic downturn resuiting in increased debt service
expense and construction costs and decreases in revenue;

The Company's financial condition may be affected by required debt
service payments, the risk of default and restrictions on its ability to incur
additional debt or enter into certain transactions under its credit facilities
and other documents governing its debt obligations. In addition, the
Company may encounter difficulties in obtaining permanent financing;

Debt and/or equity financing necessary for the Company to continue
to grow and operate its business may not be available or may not be
available on favorable terms;

The Company is subject to complex regulations related to its status as
2 real estate investment trust ("REIT") and would be adversely affected
if it failed to qualify as a REIT;

The Company must make distributions to shareholders to continue to
qualify as a REIT, and if the Company borrows funds to make distributions,
those barrowings may not be available on favorable terms;




* Joint venture investments may involve risks not otherwise present for
investments made solely by the Company, including the possibility that
a partner or co-venturer may become bankrupt, may at any time have
different interesis or geals than those of the Company and may take
action contrary to the Company's instructions, requests, policies or
objectives, including the Company's policy with respect to maintaining its
qualification as a REIT;

* The Company may not realize anticipated returns from its real estate
assets outside the United States, The Company expects to continue to
pursue international opportunities that may subject the Company to
different or greater risks than those associated with its domestic
operations. The Company owns assets in Puerto Rico, an interest in an
unconsclidated joint venture that owns properties in Brazil and an
interest in recently formed consolidated joint ventures that will
develop and own properties in Canada, Russia and Ukraine;

s International development and ownership activities carry risks that are
different from those the Company faces with the Company’s domestic
properties and operations. These risks include:

s Adverse effects of changes in exchange rates for foreign currencies;

* Changes in foreign political or economic environmenis;

¢ Challenges of complying with a wide variety of foreign laws including
taxes, addressing different practices and customs relating to corporate
governance, operations and litigation;

¢ Different lending practices;

* Cultural and consumer differences;

* Changes in applicable taws and regulations in the United States that
affect foreign operations;

» Difficulties in managing international operations and

¢ (Obstacles to the repatriation of earnings and cash;

* Although the Company's international activities are currently a relatively
small portion of its business, to the extent the Company expands its
international activities, these risks could significantly increase and
adversely affect its results of operations and financial condition;

* The Company is subject to potential environmental liabilities;

* The Company may incur losses that are uninsured or exceed policy
coverage due to its liability for certain injuries to persons, property or
the environment occurring on its properties;

¢ The Company could incur additional expenses in order to comply with
or respond to claims under the Americans with Disabilities Act or
otherwise be adversely affected by changes in government regulations,
including changes in environmental, zoning, tax and other regulations and

¢ Changes in interest rates could adversely affect the market price of the
Company's common shares, as well as its performance and cash flow.

Executive Summary

The Company is a self-administered and self-managed real estate investment
trust, a {"REIT"], in the business of acquiring, developing, redeveloping,
owning, leasing and managing shopping centers. As of December 31, 2007,
consisted of 710 shopping centers
and seven business centers {including 357 properties owned through
uncensolidated joint ventures and 40 properties gwned through

the Company's portfolio

consolidated joint ventures). These properties consist of shopping centers,
lifestyle centers and enclosed malls. At December 31, 2007, the Company
owned andfor managed approximately 150 million total square feet
of Gross Leasable Area ("GLA"), which includes all of the aforementioned
properties and 12 properties owned by third parties. The Company also
has assets under development in Canada and Russia. The Company
believes that its portfolio of shopping center properties is one of the largest
(measured by the amount of total GLA] currently held by any publicly-traded
REIT. At December 31, 2007, the aggregate occupancy of the Company's
shopping center portfolio was 94.9%, as compared to 95.2% at December
31, 2006. The Company owned 710 shopping centers at December 31, 2007
as compared to 467 shopping centers at December 31, 2006. The average
annualized base rent per occupied square foot was $12.24 at December 31,
2007, as compared to $11.56 at December 31, 2006.

Investment Strategy

The Company utilizes the following investment strategy to enhance its
competitive position, capture emerging trends and maximize long-term
shareholder value. Such initiatives are as follows:

¢ invest in a core portfolio of shopping centers that provide above
average returns and regularly review each asset's return prospects;

* Develop new shopping centers with expected yields that meaningfully
exceed those available in the acquisition market;

* Acquire under-managed asseis where initial returns can be enhanced by
the Company's leasing and redevelopment platforms;

* Grow assets under management and fee income by structuring funds
that can provide investors attractive risk-adjusted returns and

¢ Explore international markets and selectively invest where the greatest
value creation opportunities exist.

The Company employs its unique set of core competencies in the
implementation of its investment strategy. Such core competencies include;

* Strong leasing relationships with the nation's leading retailers;

* National asset management platform focused on maximizing portfolio
profitability through strategic leasing and efficient operations;

* Comprehensive in-house development and redevelopment capability;
¢ Dedicated ancillary income and peripheral land development departments;

* Broad access to capital through diverse banking and institutional
relationships and




® Proven performance as a real estate fund manager and investment
partner to an extensive group of well-capitalized domestic and
international institutions.

The Company intends to leverage its core competencies and national
platform in an efficient and profitable manner that will enable growth
in long-term earnings, dividends and asset value.

Retail Environment

Retail sales in the United States have increased consistently for decades,
The graph below illustrates the current growth and projected growth in
retail sales since 1949,

U.S. Retail Sales Since 1949
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Since 1947 the number of jobs has grown from just under 50 million to
aver 130 miliion while unemployment has ranged from approximately 3%
to nearly 10%, as illustrated below:

Jobs and Unemployment Rates in the U.S.
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Wages have increased consistently in recent decades. United States
wages and benefits have grown from approximately $3 trillion in 1983 to
nearly $8 trillion in 2007 which represents a3 compound annual growth
rate of approximately 4%.

Wage Growth in the U.S.
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The most important drivers associated with this increase in retail sales
include population growth, job growth, wage growth and consistently
increasing net worth.

Since 1960 the population has grown in the United States from just
under 200 million to nearly 300 million today and is projected to reach
over 400 million by 2050, The graph below illustrates the growth in
population and growth rate by decade.
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Household net worth has also steadily increased with and without

LS. Wages and Benefits ($ trillions]

dependence on home price appreciation. The graph below illustrates the
increase in household net worth without home price appreciation of
approximately $2 trillion in 1972 to over $30 trillion in 2007 and
including home price appreciation o just under $60 trillion.

Household Net Worth in the U.S.
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The retail sales market continues to shift to the Company's tenants as
illustrated in the graph below:

Retail Sales Market Share
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Market Position

The Company's real estate portfolio is composed primarily of open-air
community center assets and includes other retail formats such as lifestyle
centers, hybrid community/lifestyle centers and enclosed malls. These
properties draw shoppers from a regional trade area and are typically located
within major retail markets and proximate to major highways or
thoroughfares. Retailers located in these properties offer a broad array of
merchandise, primarily non-discretionary everyday goods, in an environment
that appeals to consumers’ shopping preferences for value and convenience.

As part of its long-term objectives, the Company continues to improve
the quality of its retail portfolio through strategic acquisitions, dispositions
and redevelopments of certain properties, as well as the ground-up
development of new properties. Furthermore, the Company's real estate
portfolio, tenant base and business model continually evolve to reflect
the evolutionary nature of retailers and retail real estate.

With respect to underlying real estate fundamentals, such as occupancy,
rental increases achieved through re-leasing or lease repewal, and average
portfolio rental rates, the Company's portfolio has demonstrated limited
volatility during past economic downturns, with little direct relationship
to the residential housing market. This consistent performance is attributable
to the long-term nature of retail leases, geographic and tenant diversity of
the portfolio, and the high credit quality of the national retailers that
make up the majority of base rental revenues. The aggregate occupancy of
the Company's portfolio was approximately 95% at December 31, 2007, which
is consistent with the Company's long-term average occupancy rate since
1987. This performance underscores the portfolio's ability to withstand
economic fluctuations, retailer bankrupteies and store closures, which, in turn,
produce highly stable and consistent cash flow.
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Since 1997, the Company's shopping center occupancy rate has ranged
from 94% to 96% as illustrated below:
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The average base rental rate per square foot has continued to increase since
1993, the year of the Company's initial public offering, as illustrated below:
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The cash flow stability of the portfolio, combined with aceretive
acquisitions, value created through new property development and
increased net pperating income from its core operations, have contributed to
the Company's increased annual per share dividends from $1.69 in 2003
to $2.64 in 2007. The Company anticipates the 2008 annual per share
dividend to be $2.76.

The following table lists the Company's ten largest tenants based on
total annualized rental revenues and Company-owned GLA of the wholly-
owned properties and the Company's proportionate share of joint venture
properties combined as of December 31, 2007:

% of
% of Total Company-

Shopping Owned

Center Base Shoppin

Tenant Rental Revenues  Center G

Wal-MartfSam’s Club 4.3% 7.3%
Mervyns 2.4 2.2
PetSmart 20 16
TJ. Maxx/MarshallsfAJ. Wright/Homegoods 20 2.4
Lowe’s Home Improvement 19 3.3
Bed Bath & Beyond 1.6 1.4
Circuit City 1.6 1.2
Koht's 13 2.1
Michaels 13 13
Eckerd Drug 1.3 0.6




The following table lists the Company's largest tenants based on total
annualized rental revenues and Company-owned GLA of the wholly-
owned properties and the Company's joint venture properties as of
December 31, 2007:

Whally-Owned Properties Joint Venture Properties

o ool ohot ot ol
D - -
CentérBase  Owned  Centér Base Owned
Rental Shoppin Rental Shoppin&

Tenant Revenues  Center G Revenues  Center G
Wal-Mart/Sam's Club 5.2% 8.5% 1.8% 1.3%
Lowe's Home Improvement 23 ki) 07 i1
PetSmart 20 1.6 2.4 23
TJ. Maxx/Marshatls

AJ. Wright/Homegoods 19 2.4 26 13
Eckerd Drug 1.7 08 - -
Circuit City 1.7 1.2 14 1.3
Bed Bath &t Beyond 1.6 1.4 1.6 1.8
Home Depot 1.3 1.8 03 05
Ahcld USA 1.3 1.1 1.5 1.7
Michaels 13 1.2 1.5 1.7
Kohi's 1.2 1.8 21 16
Mervyns 0.2 0.1 44 47
Publix Supesrmarkets 0.4 0.6 28 36
Linens 'n Things 0.8 0.5 1.6 1.6
Ross Dress For Less 0.9 0.8 1.6 1.9

Growth Opportunities

Property Development

The Company currently views property development as the most attractive
investment on a risk-adjusted return basis. The Company is currently
developing 17 projects at an aggregate cost of $1.4 billion. The Company has
also identified a pipeline of development opportunities reflecting an
aggregate estimated cost of over $1 billion.

In addition to these developments, the Company believes its core
competencies will enable it to capitalize in the current economy on
select opportunities in which other private retail real estate developers
may experience distress related to leasing or their ability to access
capital. While there are no assurances any of these projects will be pursued
or completed, they provide a source of potential development projects
over the next several years.

Disposition Strategy

As part of its ongoing portfolio management and capital recycling
strategies to improve overall portfolio performance and operating
efficiency, the Company expects to continue to sell assets that are not
consistent with its long-term investment objectives, The Company also
expects to sell certain core assets with stable cash flows to joint ventures
with institutional investment partners. Proceeds from these sales will be
redeployed to fund higher-yielding investments.

Fund Management

The Company ctontinues to receive positive interest from diverse
international and domestic private capital investors to co-invest with the
Company in retail real estate. The Company has a history of successful
partnerships with such institutionat investors and has an established
portfolic of large, long-term retail real estate investment funds. To the

extent that capital market wvolatility creates attractive investment
opportunities, the Company believes it is well-positioned to capitalize on
such opportunities, based on its successful sponsorship record and broad
institutional relationships.

International Investment

The Company believes that as certain international economies develop
and as more retailers expand their international operations, there is
opportunity for value-creation through retail real estate investment in
select foreign markets with particular focus on emerging markets that are
meaningfully underserved by high quality, modern shopping centers.
The Company believes its best opportunities are those which enable the
Company to export its core competencies, particularly its development
capability. The Company believes it can create value through the
development process and gain access to high quality centers in countries
that have more rapid economic growth than the United States. To that
end, the Company has joint venture investments in Brazil, Canada, and
Russia and continues to evaluate opportunities for prudent expansion in
other international markets.

Year in Review — 2007

Net income for the year ended December 31, 2007, was $276.0 million, or
$1.85 per share (diluted), compared to net income of $253.3 million, or
$1.81 per share (diluted), for the prior year. Funds From Operations ("FFO")
applicable to common shareholders for the year ended December 31, 2007,
was $465.0 million compared to $377.8 million for the year ended December
31, 2008, an increase of 23.1%. The increase in FFO applicable to common
shareholders of approximately $87.2 million is due to (i) the merger with
Inland Retail Real Estate Trust, Inc. (*IRRETI"), (i) the release of certain tax
valuation reserves, {iii) income earned from recently formed joint ventures
and promoted income related to the sale of joint venture assets and (iv) a
reduction in the Company’s weighted average interest rate from 5.8% in
2006 to 5.4% in 2007. These increases were partially offset by (] a
non-cash charge relating to the redemption of preferred shares, (i) IRRET)
merger integration related costs and [iii} a charge relating to the former
president's resignation as an executive officer.

The most significant achievement during the vear was the successful
closing of the merger with IRRETI, including the financing and integration
of the asset portfolio. This transaction included the simultancous
formation of the joint venture with TIAA-CREF with respect to a portfelic
of IRRETt community shopping centers with a value of approximately
$3.0 billion. The Company prioritized identifying and securing permanent
financing using appropriate levels of long-term debt and equity. Of the
$6.2 billion in financing necessary to complete the IRRETI acquisition,
$4.5 biltion was permanent financing in place at closing and the remaining
$1.7 billion was completed by the end of the second quarter.

In addition to closing the TIAA-CREF joint venture on the same date as
the closing of the merger with IRRETI, the Company issued 5.7 million
common shares to the IRRETI shareholders for a total consideration of
approximately $394.2 million. The Company alsc settled forward-sale
agreements and issued an aggregate of 11.6 million of its comman shares
for approximately $746.6 million, In addition, the Company assumed




$446.5 million of secured debt, and prior to the closing of the merger,
expanded its existing secured term loan by $150.0 million. In March, the
Company issued $600.0 million of 3.0% convertible debt due in 2012,

In June, the Company contributed a $1.5 billion portfolio of primarily
grocery anchored shopping centers, a majority of which were acquired
from IRRETI, to DDR Domestic Retail Fund i, a long-term, core,
commingled fund that combined new institutional investors with existing
partners. In May, the Company established a new joint venture
relationship with TRT DDR Venture | General Partnership (*Dividend
Capital Total Realty Trust Joint Venture”) and contributed three recently
developed wholly-owned assets for $161.5 million, recognizing a
merchant building gain of $45.7 million, net of tax. In August, the
Company contributed three IRRETI assets to DDR Macquarie Fund LLC for
$49.8 million. The Company also sold non-core assets for nearly $600 million
throughout 2007. The proceeds from the March convertible debt issuance,
asset sales to joint ventures and asset sales to third parties were used to
repay $750 million of bridge financing, $485 miltion of preferred operating
partnership units (“OP Units”) and borrowings on the Company’'s revelving
credit facilities and, as discussed below, te repurchase approximately
$260 million shares of the Company.

The Company's Board of Directors approved a share repurchase program
of up to a maximum value of $500 million in its common shares.
As of December 31, 2007, the Company had repurchased 5.6 million of
its common shares at a weighted average cost of $46.66 per share. The
Company will continue to evaluate this investment option as a use of
proceeds from asset sales in relation to market returns available on
developments, acquisitions and other fiquidity needs the Company may
have, including the repayment of debt.

During 2007, the Company and its joint ventures commenced
development on 17 projects aggregating over 9 million square feet of total
GLA for a projected cost of $1.4 billfon. The Company and its joint ventures
also placed into service approximately $206 million of development projects
in 2007. In addition, during 2007, the Company entered into a consolidated
joint venture with ECE Projektmanagement G.m.b.H. & Co.KG ("ECE"}, in
which the Company will have a 75% ownership interest and committed
to invest approximately $300 million in equity over five years to fund
investments in new retail developments in western Russia and Ukraine.
The joint venture has commenced two developments in western Russia,
The developments are located in Yaroslavl, Russia and Togliatti, Russia at
an aggreqate projected cost of $430 million over the next three years,

The Company also entered into two joint ventures involving twoe
devetopment projects in Canada, in which the Company will have a 500
ownership interest, at an aggregate projected cost of approximately $280
million over the next three years. These projects are located in Toronto,
Ontario, Canada and Brampton, Ontario, Canada. The Company's joint
venture in Brazil is also developing a project located in Manaus, Brazil, in
which the Company will have a 47.4% ownership interest, at a projected
cost of approximately $100 million.

In previous years, the Company's poertfolio has weathered difficult
economic cycles with stable and consistent cash flows primarily
attributable to the credit quality and long-term nature of the Company's
tenant feases. Fundamentals of the business are stifl healthy. Although the
Company remains very attuned to the current challenges in the capitai
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markets environment, the Company remains focused on the fact that
consumers are still shopping, tenants are still leasing space, including
opening new stores, and private capital is stili investing in shopping centers.

The Company continues to believe that in a price deflationary
enviranment for most retail sectors, top retailers often rely heavily on
external growth to bolster their overall financial health and execute their
expansion strategy. While there is clearly a2 slow down of new store
growth for the less successful merchants, the Company believes the most
successful merchants will use the current environment to their advantage
by stealing market share from their struggling competitors. The Company
has seen this happen through many prior cycles and considers most of its
tenants well positioned to outperform. As a retail landiord, the Company
continues to execute leases with the retailers that are gaining market
share, driving sales and offering the best experience to the consumer, The
Company has had success with understanding its tenants and believes
that retailers in its portfolio continue to be relatively well positioned, both
competitively and financially.

As the capital markets and the national economy are uncertain, it is
impartant to have access to various types of capital. The Company has
consistently operated with a philosophy to maintain broad and diverse
financial relationships at all times. The Company believes it is prepared
and appropriately financed for the current environment and has made
appropriate adjustments to its investment and capital strategies (see
Liquidity and Capital Resources).

Critical Accounting Policies

The consolidated financial statements of the Company include the
accounts of the Company and all subsidiaries where the Company has
financial or operating control. The preparation of financial statements in
conformity with accounting principles generally accepted in the United
States requires management to make estimates and assumptions in
certain circumstances that affect amounts reported in the accompanying
consolidated financial statements and related notes. In preparing these
financial statements, management has utilized available information,
including the Company's history, industry standards and the current
economic environment, among other factors, in forming its estimates and
judgments of certain amounts included in the consolidated financial
statements, giving due consideration to materiality. |t is possible that the
ultimate outcome as anticipated by management in formulating its
estimates inherent in these financial statements might not materialize.
Application of the critical accounting policies described below involves
the exercise of judgment and the use of assumptions as to future
uncertainties. As a result, actual results could differ from these estimates.
In addition, other companies may utilize different estimates that may
affect the comparability of the Company's results of operations to those
of cornpanies in similar businesses.

Revenue Recognition and Accounts Receivable

Rental revenue is recognized on a straight-line basis that averages
minimum rents over the current term of the leases, Certain of these leases
provide for percentage and overage rents based upon the level of sales
achieved by the tenani. Percentage and overage rents are recognized after




a tenant's reported sales have exceeded the applicable sales break point
set forth in the applicable lease. The leases also typically provide for
tenant reimburserments of common area maintenance and other operating
expenses and real estate taxes. Accordingly, revenues associated with
tenant reimbursements are recognized in the perfod in which the
expenses are incurred based upen the tenant lease provision. Management
fees are recorded in the period earned. Ancillary and other property-
related income, which includes the leasing of vacant space to temporary
tenants, are recognized in the period earned. Lease termination fees are
included in other income and recognized and earned upon termination of
a tenant’s lease and relinquishment of space in which the Company has no
further obligation to the tenant. Acquisition and financing fees are earned
and recognized at the completion of the respective transaction in
accordance with the underlying agreements. Fee income derived from the
Company's unconsolidated joint venture investments is recognized te the
extent attributable to the unaffiliated ownershig interest,

The Company makes estimates of the collectibility of its accounts
receivable related to base rents, including straight-line rentals, expense
reimbursements and other revenue or income. The Company specifically
analyzes accounts receivable and analyzes historical bad debts, customer
credit worthiness, current economic trends and changes in customer
payment patterns when evaluating the adequacy of the allowance for
doubtful accounts. In addition, with respect to tenants in bankruptey, the
Company makes estimates of the expected recovery of pre-petition and
post-petition claims in assessing the estimated collectibility of the related
receivable. In some cases, the ultimate resolution of these claims can
exceed one year, These estimates have a direct impact on the Company's
net income because a higher bad debt reserve results in less net income,

Real Estate

Land, buildings and fixtures and tenant improvements are recorded at
cost and stated at cost less accumulated depreciation. Expenditures for
maintenance and repairs are charged to operations as incurred. Significant
renovations andfor replacements that improve or extend the life of the
asset are capitalized and depreciated aver their estimated useful lives.
Properties are depreciated using the straight-line method over the
estimated useful lives of the assets. The estimated useful lives are as follows:

Buildings Useful fives, ranging from 30 to 40 years
Fixtures and tenant
improvements Useful lives, which approximate lease terms,

where applicable

The Company is required to make subjective assessments as to the
useful lives of its properties for purposes of determining the amount of
depreciation to reflect on an annual basis with respect to those properties.
These assessments have a direct impact on the Company's net income, If
the Company would lengthen the expected useful life of a particular asset,
it would be depreciated over more years and result in less depreciation
expense and higher annual net income.

Assessment of recoverability by the Company of certain other lease-
related costs must be made when the Company has a reason to believe
that the tenant may not be able to perform under the terms of the lease

as originally expected. This requires management to make estimates as to
the recoverability of such assets.

Gains from disposition of outlots, tand parcels and shopping centers
are generally recognized using the full accrual or partial sale method
(as applicable) in accordance with the provisions of Statement of Financial
Accounting Standards (*SFAS”) No. 66, "Accounting for Real Estate Sales,”
provided that various criteria relating to the terms of the sale and any
subsequent involvement by the Company with the properties sold are met.

Long-Lived Assets

On a periodic basis, management assesses whether there are any
indicators that the value of real estate properties may be impaired.
A property's value is impaired only if management’s estimate of the
aggregate future cash flows (undiscounted and without interest charges)
to be generated by the property are less than the carrying value of the
property.-In management’s estimate of cash flows, it considers factors
such as expected future operating income, trends and prospects, the
effects of demand, competition and other factors. In addition, the
undiscounted cash flows may consider a probability-weighted cash flow
estimation approach when alternative courses of action to recover the
carrying amount of a long-lived asset are under consideration or a range is
estimated. The determination of undiscounted cash flows requires significant
estimates by management and considers the expected course of action at
the balance sheet date. Subsequent changes in estimated undiscounted
cash flows arising from changes in anticipated actions could affect the
determination of whether an impairment exists and whether the effects
could have a material impact on the Company's net income. To the extent
an impairment has occurred, the loss will be measured as the excess of the
carrying amount of the property over the fair value of the property.

When assets are identified by management as held for sale, the
Company discontinues depreciating the assets and estimates the sales
price, net of selling costs of such assets. If, in management's opinion, the
net sales price of the assets that have been identified for sale is less than
the net book value of the assets, an impairment charge is recorded.

The Company is required to make subjective assessments as to whether
there are impairments in the value of its real estate properties and other
investments. These assessments have a direct impact on the Company's
net income because recording an impairment charge results in an
immediate negative adjustment to net income.

The Company allocates the purchase price to assets acquired and
liabilities assumed on a gross basis based on their relative fair values at the
date of acquisition pursuant to the provisions of SFAS No. 141, “Business
Combinations.” In estimating the fair value of the tangible and intangible
assets and liabilities acquired, the Company considers information
obtained about each property as a result of its due diligence, marketing
and leasing activities. It applies various valuation methods, such as
estimated cash flow projections utilizing appropriate discount and
capitalization rates, estimates of replacement costs net of depreciation
and available market information. The Company is required to make
subjective estimates in connection with these valuations and allocations.
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Off Balance Sheet Arrangements

The Company has a number of off balance sheet joint ventures and other
unconsolidated arrangements with varying structures. The Company
consolidates entities in which it owns less than a 100% equity interest if
it is deemed to have a controfling interest or is the primary beneficiary in
a variable interest entity, as defined in Financial Interpretation {"FIN"]
No. 48, "Consolidation of Variable Interest Entities” [“FIN 48[R]") or
is the controlling general partner pursuant to Emerging Issue Task
Force (“EITF*) 02-05.

To the extent that the Company contributes assets to a joint venture,
the Company's investment in the joint venture is recorded at the
Company's cost basis in the assets that were contributed to the joint
venture. To the extent that the Company's cost basis is different from the
basis reflected at the joint venture level, the basis difference is amartized
over the life of the related asset and included in the Company's share of
equity in net income of joint ventures. In accordance with the provisions
of Statement of Position 78-9, “Accounting for Investments in Real Estate
Ventures,” the Company will recognize gains on the contribution of real
estate to joint ventures, relating solely to the outside partner's interest, to
the extent the economic substance of the transaction is a sale.

On a periodic basis, management assesses whether there are any
indicators that the value of the Company's investments in unconsolidated
joint ventures may be impaired. An investment's value is impaired only if
management’s estimate of the fair value of the investment is less than the
carrying value of the investment and such difference is deemed to be
other than temporary. To the extent an impairment has occurred, the loss
shall be measured as the excess of the carrying amount of the investment
over the estimated fair value of the investment.

Discontinued Operations

Pursuant to the definition of a component of an entity as described in
SFAS No, 144, assuming no significant continuing involvement, the sale of
a retail or industrial property is considered a discontinued operation.
In addition, the operations from properties classified as held for sale are
considered a discontinued operation. The Company generally considers
assets to be held for sale when the transaction has been approved by the
appropriate level of management and there are no known significant
contingencies relating to the sale such that the sale of the property
within one year is considered probable. Accordingly, the results of
operations of operating properties disposed of or classified as held for
sate, for which the Company has no significant continuing involvement,
are reflected as discontinued operations. On occasion, the Company will
receive unsolicited offers from third parties to buy an individual shopping
center. The Company generally will classify properties as held for sale
when a sales contract is executed with no contingencies and the
prospective buyer has significant funds at risk to ensure performance.

Interest expense, which is specifically identifiable to the property, is
used in the computation of interest expense attributable to discontinued
operations. Consolidated interest at the carporate level is allocated to
discantinued operations pursuant to the methods prescribed under EITF
§7-24, "Allocation of Interest to Discontinued Operations,” based cn the
proportion of net assets sold.
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Included in discontinued operations as of and for the three years ended
December 31, 2007, are 109 properties aggregating 11.0 million square
feet of GLA including cne property that is considered held for sale
at December 31, 2007. The operations of such properties have been
reflected on a comparative basis as discontinued operations in the
conselidated financial statements for each of the three years ended
December 31, 2007, included herein.

Stock-Based Employee Compensation

The Company applied Accounting Principles Board {(*APB") Opinion No. 25,
*Accounting for Stock Issued to Employees,” in accounting for its stock-based
compensation plans, prior to January 1, 2006. Accordingly, the Company
did not recognize compensation cost for stock options when the option
exercise price equaled or exceeded the market value on the date of the
grant. The Company adopted SFAS 123(R), "Share-Based Payment” on
January 1, 2006. The following table illustrates the effect on net income and
earnings per share if the Company had applied the fair value recognition
provisions of SFAS No. 148, "Accounting for Stock-Based Compensation —
Transition and Disclosure, an amendment of SFAS No. 123, for the year ended
December 31, 2005 {in thousands, except per share amounts):

Year ended
December 31,
2005
Net income, as reported $282,643
Add: Stock-based employee compensation
included in reported net income 5652
Deduct: Total stock-based employee
compensation expense determined under
fair value based method for all awards (5319)
$282,976
Earnings Per Share:
Basic - as reported $ 210
Basic - pro forma 3 210
Diluted - as reported $ 208
Diluted - pro forma 5 209

SFAS 123{R) requires ail share-based payments to employees, including
grants of stock options, to be recognized in the finangial statements based
on their fair value. The fair value is estimated at the date of grant using a
Black-Scholes optien pricing model with weighted average assumptions
for the activity under stock plans. Option pricing model input
assumptions, such as expected volatility, expected term and risk-free
interest rate, impact the fair value estimate. Further, the forfeiture rate
impacts the amount of aggregate compensation. These assumptions are
subjective and generally require significant analysis and judgment to
develop. When estimating fair value, some of the assumptions will be
based on or determined from external data, and other assumptions may be
derived from experience with share-based payment arrangements. The
appropriate weight to place on experience is a matter of judgment, based
on relevant facts and circumstances,

The risk-free interest rate is based upon a U.S. Treasury Strip with
a maturity date that approximates the expected term of the option,
The expected life of an award is derived by referring to actual exercise
experience. The expected volatility of stock is derived by referring to
changes in the Company's historical share prices over a time frame similar
to the expected life of the award.




Accrued Liabilities

The Company makes certain estimates for accrued liabilities including
accrued professional fees, interest, real estate taxes, insurance and
litigation reserves, These estimates are subjective and based on historical
payments, executed agreements, anticipated trends and representations
from service providers. These estimates are prepared based on information
available at each balance sheet date and are reevaluated upon the receipt
of any additional information. Many of these estimates are for payments
that occur in one year. These estimates have a direct impact on the
Company’s net income because a higher accrual will result in less net income.
The Company has made estimates in assessing the impact of the
Financial Accounting Standards Board ("FASB") issued FIN No. 48,
"Accounting for Uncertainty in Income Taxes — An Interpretation of
FAS No. 109" ["FIN 48"). The assessment of this provision requires
management to estimate the amounts recorded in preparing the
Company's tax provision. These estimates could have a direct impact, as a
difference in the tax provision could aiter the Company’s net income.

Comparison of 2007 to 2006 Results of Operations
Continuing Operations

Revenues from Operations (in thousands)

2007 2006 $ Change % Change

Base and percentage

rental revenues $654,980 $541,304 $113676 21.0%
Recoveries from tenants 205,664 169,313 36,351 21.5
Ancillary and

other property income 19,642 19,556 86 0.4
Management, development and

other fee income 50,840 30,294 20546 678
Other 13,725 14,857 (1132)  (7.8)
Total revenues $944,851 $775324  $169527  21.5%

Base and percentage rental revenues relating to new leasing,
re-tenanting and expansion of the Core Portfolio Properties (shopping
center properties owned as of January 1, 2006, but excluding properties
under developmentfredevelopment and those classified as discontinued
operations] ["Core Portfolio Properties”) increased approximately $7.0
million, or 1.59%, for the year ended December 31, 2007, as compared to
the same period in 2006. The increase in base and percentage rental
revenues is due to the following (in millions):

Increase

{Decrease)
Care Portfolio Properties $ 70
IRRETI merger 130
Development/redevelopment of shopping center properties 7.3
Disposition of shopping center properties in 2007 and 2006 (11.6)
Business center properties 1.6
Straight-line rents (3.8)
$ 1137

At December 31, 2007, the aggregate occupancy of the Company's
shopping center portfolio was 94.9%, as compared to 95.2% at December
31, 2006. The Company owned 710 shopping centers at December 31,
2007, as compared to 467 shopping centers at December 31, 2006. The

average annualized base rent per occupied square foot was $12.24 at
December 31, 2007, as compared to $11.56 at December 31, 2006. The
increase is primarily due to the releasing of space during 2007 at higher
amounts combined with higher rents attributable to the assets aequired
from IRRETI.

At December 31, 2007, the aggregate occupancy of the Company's
wholly-owned shopping centers was 93.9%, as compared to 94.1% at
December 31, 2006. The Company owned 353 wholly-owned shopping
centers at December 31, 2007, as compared to 261 shopping centers at
December 31, 2006. The average annualized base rent per leased square
foot was $11.53 at December 31, 2007, as compared to $10.80 at
December 31, 2006. The increase is primarily due to the releasing of space
during 2007 at higher amounts combined with higher rents attributable
to the assets acquired from IRRETL

At December 31, 2007, the aggregate occupancy rate of the Company's
joint venture shopping centers was 95.9%, as compared to 96.9% at
December 31, 2006. The Company's joint ventures owned 357 shopping
centers including 40 consolidated centers primarily owned through the
Mervyns Joint Venture at December 33, 2007, as compared to 167
shopping centers and 39 consolidated centers at December 31, 2006,
The average annualized base rent per leased square foot was $12.86 at
December 31, 2007, as compared to $12.69 at December 31, 2006,
The increase is a result of the mix of shopping center assets in the joint
ventures at December 31, 2007, as compared to December 31, 2008,
primarily related to the 2007 formation of Dividend Capital Total Realty
Trust Joint Venture, DDR Domestic Retail Fund | and a joint venture with
TIAA-CREF {"TIAA-CREF Joint Venture”).

At Decembper 31, 2007, the aggregate occupancy of the Company's
business centers was 70.0%, as compared to 42.1% at December 31, 2006.
The increase in occupancy is primarily due to a large vacancy filled at a
business center in Boston, Massachusetts, The business centers consist of
seven assets in five states at December 31, 2007 and 2008.

Recoveries from tenants increased $36.4 million, or 21.5%, for the year
ended December 31, 2007, as compared to the same period in 2006. This
increase is primarily due to an increase in operating expenses and real
estate taxes that aggregated $45.2 million, primarily due to the IRRETI
merger in February 2007, Recoveries were approximately 84.9% and 85.9%
of operating expenses and real estate taxes for the years ended December
31, 2007 and 2006, respectively.

The increase in recoveries from tenants was primarily related to the
following (in millions):

Increase
|Decrease)

IRRETI merger
Acquisition and development/redevelopment of shopping
center properties in 2007 and 2006 5.3

$282

Transfer of assets to unconsolidated joint ventures in 2007 and 2006 (3.3)
Net increase in operating expenses at the remaining shopping

center and business center properties 6.2

$ 364

Ancillary and other property income increased due to additional
opportunities in the Core Portfolio Properties. The Company believes its
ancillary income program continues to be an industry leader among
"open-air" shopping centers. Continued growth is anticipated in the
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area of ancillary or non-traditional revenue, as additional revenue
opportunities are pursued and as currently established revenue
opportunities grow throughout the Company's core, acquired and
development portfolios. Ancillary revenue opportunities have in the past
included short-term and seascnal leasing programs, outdoor advertising
programs, wireless tower development programs, energy management
programs, sponsorship programs and various other programs.

The increase in management, development and other fee income for the
year ended December 31, 2007, is primarily due to the following:

Increase

{Decrease)
Newly formed unconsolidated joint venture interests $ 114
Development fee income 30
Asset management fee income 33
Other income 2.3
Sale of several of the Company's unconsolidated joint venture properties (0.2)
Leasing commissions 0.7
$ 205

Management fee income is expected to continue to increase as
unconsolidated joint ventures acquire additional properties and as assets
under development become operational. Development fee income was
primarily earned through the redevelopment of assets through the Coventry
I Fund. The Company expects ta continue to pursue additional development
Joint ventures as opportunities present themselves.

Other income is composed of the following (in millions):

Year ended

December 31,
2007 2006
Lease termination fees and bankruptey settlements® $ 50 $ 140
_ Acquisition and financing fees™ 7.9 0.4
Other, net 0.8 0.5
$ 137 $ 149

1 For the year ended December 31, 2006, the Company executed lease terminations on four vacant Wal-Mart spaces i the
Company's whelty-owned pertfolio,

® Includes acquisitien fees of $6.3 million earned from the formation of the TIAA-CREF Joint Venture in February 2007
excluding the Company’s retained ownership interest. The Company's fee was earned in conjunction with services rendered
by the Company in connection with the acquisitian of the [RRET| real estate assets. Financing fees are earned in connection with
the formation and refinancing of unesnsalidated joint venturcs, excluding the Company's retained ownership interest.
The Company's fees are earned in canjunction with the closing and amount of the financing transaction by the joint venture,

Expenses from Operations (in thousands)

2007 2006 $ Change % Change
Operating and maintenance $133,334 $107208 § 26,126 24.4%
Real estate taxes 108,977 89,895 19,082 232
General and administrative 81,244 60,679 20,565 339
Depreciation and amortization 219,101 182,007 37,094 20.4
$542,656  $439,789  $102,867 23.4%

Operating and maintenance expenses include the Company's provision
for bad debt expense, which approximated 0.9% and 0.8% of total
revenues for the years ended December 31, 2007 and 2008, respectively
(see Economic Conditions).
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The increase in rental operation expenses, excluding general and
administrative, is due to the following (in millions):

Operating Real
and Estate
Maintenance  Taxes  Depreciation
Core Portfolic Properties $ 39 511 $ 35
IRRETY merger 15.3 189 345

Acquisition and development/redevelopment
of shopping center properties 5.4 12 08
Transfer of assets to unconsolidated

joint ventures in 2007 and 2006 (1.7} (2.2} (3.5)
Business center properties 0.9 0.1 13
Provision for bad debt expense 23 - -
Perscnal property - - 0.4

$ 26.1 $ 19, $37.1

The increase in general and administrative expenses is primarily
attributable to the merger with IRRETI and additional compensation
expense as a result of the former president's resignation as an executive
officer of the Company effective May 2007. The Company recorded a
charge of $4.1 million during the year ended December 31, 2007, related
to this, which includes, among other items, stock-based compensation
charges recorded under the provisions of SFAS 123(R). In addition,
the Company incurred integration costs in connection with the IRRETI
aéquisition that aggregated approximately $2.8 million for the year ended
December 31, 2007. The Company does not expect to incur these expenses
in 2008. Total
approximately 4.50% and 4.8% of total revenues, including total revenues

general and administrative expenses were
of unconsolidated joint ventures, for the years ended December 31, 2007
and 2006, respectively,

The Company continues to expense internal leasing salaries, legal
salaries and related expenses associated with certain leasing and
re-leasing of existing space. In addition, the Company capitalized certain
direct and incremental internal construction and software development
and implementation costs consisting of direct wages and benefits, travel
expenses and office overhead costs of $12.8 million and $10.0 millien in
2007 and 2006, respectively.

The Company adopted SFAS 123(R), "Share-Based Payment,” as required
on January 1, 2006, using the modified prospective method. The Compa-
ny's consolidated financial statements as of and for the year ended
December 31, 2008, reflect the impact of SFAS 123(R). in accordance with
the modified prospective method, the Company’s consolidated financial
statements for prior periods have not been restated to reflect the impact
of SFAS 123(R). The compensation cost recognized under SFAS 123(R} was
approximately $11.9 million and $8.3 million for the years ended December
31, 2007 and 2006, respectively. In December 2007, the Board of Directors
approved the 2007 Supplemental Equity Award Program for certain officers
of the Company. The Company recognized $0.4 million of expense related
to this plan in 2007 and anticipates recording general and administrative
expense of approximately $5.2 million in 2008. For the year ended December
317, 2007, the Company capitalized $0.3 million of stock-based campensation,
There were no significant capitalized stock-based compensation costs in 2006,

SFAS 123(R) requires all share-based payments to employees, including
grants of employee stock options, to be recognized in the financial
statements based on their fair value. The fair value is estimated at the




date of grant using a Black-Scholes opticn pricing model with weighted
average assumptions for the activity under stock plans. Option pricing
mode! input assumptions such as expected volatility, expected term and
risk-free interest rate, impact the fair value estimate. Further, the
forfeiture rate impacts the amount of aggregate compensation. These
assumptions are subjective and generally require significant analysis and
judgment to develop. When estimating fair value, some of the assumptions
will be based on or determined from external data and other assumptions
may be derived from historical experience with share-based payment
arrangements. The appropriate weight to place on historical experience is a
matter of judgment, based on relevant facts and circumstances.

The risk-free interest rate is based upon a U.S. Treasury Strip with a
maturity date that approximates the expected term of the option.
The expected life of an award is derived by referring to actual exercise
experience. The expected volatility of stock is derived by referring to
changes in the Company's historical stock prices over a time frame similar
to the expected life of the award.

Other Income and Expenses (in thousands)

2007 2008 $ Change % Change

{nterest income $ 8,808 3 5053 $ [245) [2.71%
Interest expense (261,318)  (208512)  (52,806) 253
Other expense, net (3.019) (446) 2,573) 5769

$ (255,529  $(199,505) $(55624) 27.8%

Interest income for the year ended December 31, 2007, included excess
cash held by the Company as the result of the IRRETI merger. Interest
income for the year ended December 31, 2006, included advances to the
KLA/SM Joint Venture, which were repaid by the joint venture in August 2006,

Interest expense increased primarily due to the IRRETY merger and
associated borrowings combined with development assets becoming
operational. The weighted average debt outstanding and related weightec
average interest rate during the year ended December 31, 2007, were $5.4
billion and 5.4%, compared to $4.1 billion and 5.8%, for the same period
in 2006. At December 31, 2007, the Company's weighted average interest
rate was 5.2%, compared to 5.8% at December 31, 2006, The reduction in
the weighted average interest rate is primarily related to the Company's
issuance of $850 million of senior convertible notes in August 2006
and March 2007 with a weighted average coupon rate of 3.2% and the
decline in the short-term interest rates. Interest costs capitalized,
in conjunction with development and expansion projects and
unconsolidated development joint venture interests, were $26.9 million
for the year ended December 31, 2007, compared to $20.0 million for the
same period in 2008.

Other incomefexpense primarily relates to abandoned acquisition and
development project costs, litigation costs, formation costs associated
with the Company's joint venture with ECE and other non-recurring
income and expenses. In 2006, the Company received proceeds of
approximately $1.3 million from a litigation settlement.

Other (in thousands)

2007 2006 $ Change % Change
Equity in net income of joint ventures $43,229 $ 30,337 § 12892 42.5%
Minority equity interests (17,783) (8,453) (9,330) 1104
Income tax benefit of
taxable REIT subsidiaries
and franchise taxes 14,642 2,497 12,145  486.4

A summary of the increase in equity in net income of jeint ventures
for the year ended December 31, 2007, is composed of the following

(in millions}:
Increase
(Decrease)
Increase in gains from sale transactions
as compared to 2006 $ 63
Purchase of joint venture interests by DDR (0.7)
Acquisition of assets by unconsolidated joint ventures 6.5
Primarily re-tenanting and refinancing at two joint ventures 05
Various other increases 0.3
3129

The increase in equity in net income of joint ventures is primarily due
to an increase in promoted income and gains from the disposition of
unconsolidated joint venture assets in 2007, plus three new joint ventures
formed in 2007 and one new joint venture formed in the fourth quarter of
2006. During the year ended December 31, 2007, the Company received
$14.3 million of promoted incame, of which $13.6 million related to the
sale of assets from DDR Markaz LLC to DDR Domestic Retail Fund I
During the year ended December 31, 2006, the Company received
$5.5 million of aromoted income from the disposition of & joint venture
asset In Kildeer, Itlinois. In 2007, the Company's unconsolidated joint ventures
recognized an aggregate gain from the sale of joint venture assets of
$96.9 millicn, of which the Company's proportionate share was $20.8 million.
However, $18.0 million of such amount was deferred due to the Company's
continuing involvement in certain assets. In 2006, the Company's uncon-
solidated joint ventures recognized an aggregate gain from the sale of
joint venture assets of $20.3 million, of which the Company's proportionate
share was $3.1 million.

The Company's unconsolidated joint ventures sold the following assets
in 2007 and 2006, excluding those assets sold from DDR Markaz LLC to
DDR Domestic Retait Fund I:

2007 Dispositions
One 25.5% effectively owned shopping center
Six sites formerly occupied by Service Merchandise

2006 Dispositions

One 50% effectively owned shopping center

Four 25.50% effectively owned shopping centers
One 20.75% effectively owned shopping center
Two sites formerly occupied by Service Merchandise

One 10% effectively owned shopping center




Minarity equity interest expense increased for the year ended
December 31, 2007, primarily due to the following (in millions):

[Increase)
Decrease
Preferred OF Units® $ 9.9
Mervyns Joint Venture, which is owned
approximately 50% by the Company {0.1)
2007 acquisitions of remaining interest in Coventry | 0.3
Decrease due to newly formed joint venture under development 0.2
$ (9.3)

 Prefesred OP uniits were issued in Februacy 2007 as part of the financing of the IRRET) merger,

These units were redcemed in June 2007,

The aggregate income tax benefit of $14.6 million for the year ended
December 31, 2007, is primarily due to the Company recognizing an
income tax benefit of approximately $15.4 million in the first quarter of
2007 resulting from the reversal of a previously established valuation
allowance against certain deferred tax assets. The reserves were related to
deferred tax assets established in prior years, at which time it was
determined that it was more likely than not that the deferred tax asset
would not be realized and, therefore, a valuation allowance was required.
Several factors were considered in the first quarter of 2007 that
contributed to the reversals of the wvaluation allowance. The most
significant factor was the sale of merchant building assets by the
Company's taxable REIT subsidiary in the second quarter of 2007 and
similar projected taxable gains for future periods. Other factors include
the merger of various taxable REIT subsidiaries and the anticipated profit
levels of its taxable REIT subsidiaries, which will facilitate the realization
of the deferred tax assets. Management regularly assesses established
reserves and adjusts these reserves when facts and circumstances indicate
that a change in estimate is necessary. Based upon these factors,
management determined that it is more likely than not that the deferred
tax assets will be realized in the future and, accordingly, the valuation
allowance recorded against those deferred tax assets is no longer required.

Discontinued Operations (in thousands)

The Company recorded gains on disposition of real estate and real
estate investments for the years ended December 31, 2007 and 2008, as
follows {in millions);

Year ended
December 31,
2007 2006
Transfer of assets to DDR Domestic Retail Fund I $ 1.8 § -
Transfer of assets to Dividend Capital Total
Realty Trust Joint Venturet 50.3 -
Transfer of assets to DPG Realty Holdings LLC™ - 0.6
Transfer of assets to DDR Macquarie Fund LLCtws - 92
Transfer of assets to DDR MOT PS LLCe - 389
Transfer of assets to Service Heldings LLCY® - 6.1
Land sales® 14.0 14.8
Previously deferred gains and other
gains and losses on dispositions® 28 2.4
$ 68.9 $ 720

1 This dispgsition 15 not classified as. discontinued operations due to the Company's continuing invelement thicugh its retained
awnership interest and management agreements.

™ The Company transferred two wholly-owned assets. The Company did not record a gain on the contnibution of 54 assets,

s these assets were recently acquired through the merger with [RRETI.

M The Company transferred three recently developed assets,

" The Company transferred a newly developed expansion area adjacent 10 a shopping center gwned by the joint venture.

M The Company transferred newly developed expansion areas adjacent to four shopping centers owned by the joint venture in
2006, The Company did not record a gain on the contribution of thise assets in 2007, as these assets were recently acquired
through the merger with [RRETI.

™ The Company transferred six recently developed assets.

™ The Company transferred 51 retall sites previously octupied by Service Merchandise.

w These dispesitions did not meet the enterla for discontinued operations as the lang did not have any significant cperations
prio" to disposition.

= These gains and losses are primanily sttributable 1o the subscquent keasing of ynits relsted to master lease and other obligations
orig nally established on disposed properties, which are no longer required.

Net Income (in thousands)
2007

2006 $ Change % Change

Net Income $ 276,047 § 253264 $ 22,783 9.0%

Net income increased primarily due to (i) the merger with IRRETI,
(i} the retease of certain tax valuation reserves and (ifi) income earned
from recently formed jeint ventures and promoted income related to the
sale of assets from joint ventures. These increases were partially offset by
(i) IRRETI merger integration related costs and (ii) a charge relating to
the former president's resignation as an executive officer. A summary of
the changes in net income in 2007 compared to 2006 is as follows
(in millions):

2007 2006  $Change % Change

tncome from discontinued operations § 8,183  $10179  § (1,996) [(19.6)%  Increase in net operating revenues [total revenues in excess of operating
Gain on disposition of real estate, and maintenance expenses and real estate taxes) $ 1244
net of tax 12,259 11,051 1,208 109 Increase in general and administrative expenses {208)
$20442 §21230 % (788) (3.7)%  Increase in depreciation expense (37.n)
Decrease in interest income (0.2)
Included in discontinued operations for the years ended December 31, ~ INCrease in intesest expense (52.8)
Change in other expense {2.6)
2007 and 2008, are the results of 67 properties sold in 2007 and one  |ncrease in equity in net income of joint ventures 129
Increzse in minority interest expense (8.3)

preperty held for sale at December 31, 2007 (including one property classified
as held for sale at December 31, 2006, and 22 properties acquired through
the IRRETI merger in 2007), aggregating 6.3 million square feet, and six
properties sold in 2006, aggregating 0.8 million square feet,

Gain on Disposition of Real Estate (in thousands)

2007 2006 $ Change % Change

$ 68851 § 72023 % (3172 [4.4]%

Gain on disposition of real estate

Change in income tax benefit (expense) 12.1
Oecrease in income from discontinued operations (20
Increzse in gain on disposition of real estate of discontinued

cperations properties 1.2
Decrease in gain on disposition of real estate (3.2)
Incresse in net income § 228




Comparison of 2006 to 2005 Results of Operations
Continuing Operations

Revenues from Operations (in thousands)

2006 2005 % Change % Change

Base and percentage rental revenues  $541,304  $483928 § 57,376 11.9%
Recoveries from tenants 169,313 148,644 20,669 139
Ancillary income and other

property income 19,556 14,216 5340 376
Management, development and other

fee income 30,294 22,859 7.435 325
Other 14,857 8,462 6395 756
Total revenues $775324  $678,109 3 97215  14.3%

Base and percentage rental revenues relating to new leasing, re-tenanting
and expansion of the Core Portfolio Properties (shopping center properties
owned as of January 1, 2005, including the assets located in Puerto Rico
for a comparable 11 months of ownership, but excluding properties
under development/redevelopment and those classified as discontinued
operations} (*Core Portfolio Properties”) increased approximately $11.0
million, or 2.5%, for the year ended December 31, 2006, as compared to
the same period in 2005. The increase in base and percentage rental
revenues was due to the following (in millions}:

Increase’

[Decrease)
Cere Portfolio Properties $ 1o
Acquisition of real estate assets 445
Development/redevelopment of shopping center properties 36
Consolidation of a joint venture asset (EITF 04-05) 43
Transfer of properties to unconsolidated ioint ventures (9.3)
Business center properties under redevelopment 1.4)
Service Merchandise assets®™ 29
Straight-line rents 1.8
$ 574

T ant Bty 1 i Ve, T el et Gt i e Coreany's

aecounts for approximatety two months during the third quarter of 2006,

At December 31, 2008, the aggregate occupancy of the Company's
shopping center portfolic was 95.2%, as compared to 95.3% at December
31, 2005. The Company owned 467 shopping centers at December 31,
2008, as compared to 469 shopping centers at December 31, 2005. The
average annualized base rent per occupied square foot was $11.56 at
December 31, 2006, as compared to $11.01 at December 31, 2005.

At December 31, 2006, the aggregate occupancy of the Company's
wholly-owned shopping centers was 94.1%, as compared 1o 94.4% at
December 31, 2005. The Company owned 261 wholly-owned shopping
centers at December 31, 2006, as compared to 269 shopping centers at
December 31, 2005. The average annualized base rent per leased square
foot was $10.80 at December 31, 2006, as compared to $10.42 at
December 31, 2005.

At December 31, 2006, the aggregate occupancy rate of the Company's
joint venture shopping centers was 96.9%, as compared to 97.0% at
December 31, 2005. The Company's joint ventures owned 167 shopping
centers including 39 consolidated centers primarily owned through the
Mervyns Joint Venture at December 31, 2006, as compared to 200

shopping centers and 37 consclidated centers at December 31, 2005.
The average annualized base rent per leased square foot was $12.69 at
December 31, 2006, as compared to $12.05 at December 31, 2005.

At December 31, 2006, the aggregate occupancy of the Company's
business centers was 42.1%, as compared 1o 43.2% at December 31, 2005.
The business centers consisted of seven assets in five states at December 31,
2006 and 2005.

Recoveries from tenants increased $20.7 million, or 13.9%, for the year
ended December 31, 2006, as compared to the same peried in 2005. This
increase was primarily due to an increase in operating expenses and real
estate taxes that aggregated $25.8 million, primarily due to acquisitions
and developments coming on line as discussed below. Recoveries were
approximately 85.9% and 86.8% of operating expenses and real estate
taxes for the years ended December 31, 2006 and 2005, respectively.

The increase in recoveries from tenants was primarily related to the
following (in millions):

Increase
(Decrease)
Acguisition and development{redevelopment of shopping
properties in 2006 and 2005 $178
Transfer of properties to unconsolidated joint ventures
in 2006 and 2005 (33)
Consclidation of a joint venture asset (EITF 04-08) 12
Service Merchandise assets 0.8
Met increase in operating expenses at the remaining shopping
center and business center properties 4.2
$ 207

Ancillary income increased due to income earned from the acquisition
of properties acquired from the Caribbean Properties Group ["CPG") and
the Benderson Development Company, Inc. {"Benderson”) portfolios.

The increase in management, development and other fee income for the
year ended December 31, 20086, is primarily due to the following:

Increase
[Decrease]
Unconsolidated joint venture interests formed in 2005
and the continued growth of DDR Macquarie Fund LLC $13
Other income 4.9
Other fee income 32
Development fee income (0.2)
Sale of several of the Company's unconsolidated
joint venture properties (1.8)
574
Other income was composed of the following (in millions):
Year ended
December 31,
2006 2005
Lease termination fees and bankruptcy settlements ™ $ 140 $ 5.1
Acquisition and financing fees® 0.4 24
Qther, net 0.5 1.0
$ 14.9 $ B5S

Wt For the year ended December 31, 2006, the Company exctuted kease terminations on four vacand Wal-Mart spaces in
the Company's wholly-awned portfolic.

& Primarily represents financing fees recenved in connecticn with DDR Macquarie Fund LLE, excluding the Compamy's rtained ownership
of approximately 14.5% The Company's fees were earned in conjunction with the closing and emount of the financing
transaction by the joint venture.




Expenses from Operations (in thousands}

2006 2005 % Change % Change

Operating and maintenance $ 107,208 § 91916 § 15292 16.6%
Real estate taxes 89,895 79,344 10,651 133
General and administrative 60,679 54,048 6,631 12.3
Depreciation and amortization 182,007 153,605 28,402 18.5

$ 439,783 § 378913 § 60,876 16.1%

Operating and maintenance expenses included the Company’s provision
for bad debt expense, which approximated 0.8% and 1.0% of total
revenues for the years ended December 31, 2006 and 2005, respectively.

The increase in rental operation expenses, excluding general and
administrative, was due to the following (in millicns):

Operating Real
and Estate
Maintenance  Taxes  Depreciation
Core Portfolio Properties $ 42 $ 50 $ 54
Acquisition ang development/redevelopment
of shopping center properties 1.6 6.8 20.7
Consofidation of a jeint venture
asset [EITF 04-05) 05 0.7 10
Transfer of properties to unconsalidated
joint ventures in 2006 and 2005 (1.6) (2.4) (2.4)
Business center properties 0.1 - 06
Service Merchandise assets 1.2 0.5 1.3
Provision for bad debt expense o7 - -
Personal property - - 21
$15.3 $ 106 $ 28.4

The increase in general and administrative expenses was primarily
attributable to certain executive outperformance incentive compensation
plans as noted below in the adoption of SFAS 123{R} of approximately
$2.6 million and increased expense from the directors deferred
compensation plan of approximately $0.9 million, Other increases in
general and administrative costs were a result of the growth of the
Company and included salaries and wages, information systems and legal
and consulting costs of approximatety $0.3 million, $0.8 million and $0.9
million, respectively. Total general and administrative expenses were
approximately 4.8% and 4.6% of total revenues, including total revenues
of unconsolidated joint ventures, for the years ended December 31, 2008
and 2005, respectively.

The Company continued to expense internal leasing salaries, legal
salaries and related expenses associated with certain leasing and
re-leasing of existing space. In addition, the Company capitalized certain
direct construction administration costs consisting of direct wages and
benefits, travel expenses and office overhead costs of $10.0 million and
$6.2 million in 2006 and 2005, respectively.

The compensation cost recognized under SFAS 123(R) was approximately
$8.3 million for the year ended December 31, 2006. There were no
significant capitalized stock-based compensation costs during 2006. For
the year ended December 31, 2005, the Company recorded compensation
expense related to grants of restricted shares under its equity-based award
plans and its performance unit awards of approximately $5.7 million.

Other Income and Expenses (in thousands)

2006 2005 $ Change % Change
Interest income $ 9053 § 10004 $ [951) (3.5)%
Interest expense [208,512) (170,587} 137.925) 22.2
Other expense, net {446) (2,532) 2,086 (82.4)
${199,905]  $ [163,115) _ $(36,790]  22.6%

Interest income for the year ended December 31, 2006, decreased
primarily as a result of advances to the KLA/SM Joint Venture beginning in
July 2005, This advance was repaid as the Company acquired its partners’
interest in the KLA/SM loint Venture in August 2006. The 51 KLA/SM Joint
Venture assets were sold to a then newly formed joint venture, Service
Holdings LLC, and the Company did not advance funds to this partnership
to fund the acquisition.

Interest expense increased primarily due to the acquisition of assets
and associated borrowings combined with development assets becoming
operational and the increase in short-term interest rates. The weighted
average debt outstanding and related weighted average interest rate
during the year ended December 31, 2006, were $4.1 billion and 5.8%,
respectively, compared to $3.6 billion and 5.5%, respectively, for the same
pericd in 2005. At December 31, 2006, the Company's weighted average
interest rate was 5.8% compared te 5.7% at December 31, 2005. Interest
costs capitalized, in conjunction with development and expansion projects
and development joint venture interests, were $20.0 million for the year
ended December 31, 2006, as compared to $12.7 million for the same
period in 2005.

Other expense was composed of litigation settlements or costs and
abandoned acquisition and development project costs.

Other (in thousands)

2006 2005  $Change % Change
Equity in net income of joint ventures  $30,337  $34873  $ (4,536) (13.0/%
Minority equity interests (8,453 (7.881) (572) 73
Income tax benefit (expense)
of taxable REIT subsidiaries
and franchise taxes 2,497 {276) 2,773 (1,004.7)

A summary of the decrease in equity in net income of joint ventures for
the year ended December 31, 2006, was composed of the following
{in millions):

Increase

(Decrease)

Reduction in gains from disposition transactions as compared to 2005 $ (8.4)
Dispesition of joint venture interests t¢ DDR 1.5
Adoption of EITF 04-05 (0.8)
Acquisition of assets by unconsolidated joint ventures 19
Debt refinancing and increased interest rates at various jeint ventures 0.7)
$ (4.5)

The decrease in equity in net income of joint ventures was due to several
factors, including increased interest costs resulting from an increase in
interest rates on variable-rate borrowings and refinancings at higher debt
principal levels at certain unconsolidated joint ventures. These decreases




were partially offset by an increase in unconsolidated joint venture income
from then newly formed joint ventures in 2005 and 2008, including assets
acquired by DDR Macquarie Fund LLC. In 2006, the Company's
unconsolidated joint ventures recognized an aggregate gain from the
disposition of joint venture assets of $20.3 millicn, of which the Company's
proportionate share was $3.1 million. In addition, in 2006 the Company
recognized promoted income of approximately $5.5 million relating to the
disposition of a shopping center. In 2005, the Company's unconsclidated
joint ventures recognized an aggregate gain from the disposition of joint
venture assets of $49.0 million, of which the Company's proportionate share
was $13.0 million.

The Company's unconsolidated joint ventures sold the following assets
in 2006 and 2005, which excluded the Company's acquisitions during the
vear ended December 31, 2006 of its partners’ 50% interest in shopping
centers in Salisbury, Maryland and Phoenix, Arizona, its partner's 75%
interest in a shopping center in Pasadena, California and its partner's 80%
interest in a development in Apex, North Carolina.

2006 Dispositions

One 50% effectivety owned shopping center

Four 25.5% effectively owned shopping centers
One 20.75% effectively owned shopping center
Two sites formerly occupied by Service Merchandise
One 10% effectively owned shopping center

2005 Dispositions

Three 20% owned shopping centers

One 24.75% effectively owned shopping center
Eight sites farmerly occupied by Service Merchandise

Minority equity interest expense increased for the year ended December 31,
2008, primarily due to the following (in millions):

(Increase)
Decrease

Formation of the Mervyns Joint Venture consolidated investment
in September 2005, which is owned approximately 50% by the Company $ (3.9)
Conversion of 0.4 million operating partnership units into

common shares of the Company in 2006 1.0
Consolidation of a joint venture asset {EITF 04-05) ©7)
Net decrease in net income from consolidated joint venture investments 3.0

' $ [0.6)

Discontinued Operations {in thousands)

2006 2005 $ Change S Change
Income from discontinued cperations $10,179  $15039  § (4860) (32.3)%
Gain on disposition of real estate,
net of tax 11,051 16,667 [5616) (33.7)
$21,230  $31,706  $[i0.4768]  (33.0)%

Included in discontinued operations for the years ended December 31,
2006 and 2005, were the resuts of 45 properties sold in 2007 and one
property held for sale at December 31, 2007 (including one property
held for sale at December 31, 2006), aggregating 4.9 million square feet, six
properties sold in 2008, aggregating 0.8 millicn square feet, and ten shopping
centers and 25 business centers sold in 2005, aggregating 3.8 miilion
square feet.

Gain on Disposition of Real Estate (in thousands)

2006 2005  $Change % Change

Gain on disposition of real estate $ 72023 § 88140 $ (16,117) [183)%

The Company recorded gains on disposition of real estate and real
estate investments for the years ended December 31, 2006 and 2005,
as fallows (in millions):

Year ended
December 31,
2006 2005
Transfer of assets to DPG Realty Holdings LLCow $ 06 $ -
Transfer of assets to DDR Macquarie Fund LLC= 9.2 81.2
Transfer of assets to DDR MDT PS LLCO 389 -
Transfer of assets to Service Holdings LLC® 6.1 -
Land sales® 14.8 6.0
Previously deferred gains and other gains and losses
on dispositions? 2.4 0.9
$72.0 $ 88.1

m This disposition is not classified as discontinued operations due to the Company's continuing involvement through its retained
gwnership interest and management agreements,

& The Company transferred a newly developtd expansion area adjacent to a shopping center owned by the joint venture,

™ The Company transferred newly developed expansion areas agjacent ta four shopping centers owned by the joint venture in 2006
The Company transferred 12 assets in 2005,

1% The Company transferned six recently developed assats.

19 The Company transferred 51 retail sites previowsly ocoupied by Service Merchandise,

W These dispositions did not meet the criteria for discontinued operations as the land did not have any significant aperatiens prior
to disposition.

 These gains and losses are primarily attributable to the subsequent leasing of units related to master lease and other obligations
originally established on disposed properties, which are no longer required.

Net Income (in thousands)

2006 2005 $ Change % Change

Net income $ 253,264 $ 282643 $(29379) [(10.41%

Net income decreased primarily due to a reduction in gain on disposition of
assets and increased interest and depreciation costs offset by the
acquisition of assets. A summary of the changes in net income in 2006
compared to 2005 was as follows (in millions);

Increase in net operating revenues (total revenues in excess

of operating and maintenance expenses and real estate taxes) $ 713
Increase in general and administrative expense (6.6)
Increase in depreciation expense {28.4)
Decrease in interest income 1.0)
Increase in interest expense (37.9)

Change in other expense, net 21
Decrease in equity in net income of joint ventures {4.5)
Increase in minority interest expense {0.8)
Change in income tax benefit (expense) 2.8

Decrease in income from discontinued operations (4.9)
Decrease in gain on disposition of real estate

of discontinued operations properties (5.6]
Decrease in gain on disposition of real estate (18.1)
Decrease in net income $ (29.4)

Funds From Operations

The Company believes that FFO, which is a non-GAAP financial measure,
provides an additional and useful means to assess the financial performance of
RENTs. FFO is frequently used by securities analysts, investors and other
interested parties to evaluate the performance of REITs, most of which
present FFO along with net income as calculated in accordance with GAAP.

FFO is intended to exclude GAAP historical cost depreciation and
amortization of real estate and real estate investments, which assumes
that the value of real estate assets diminishes ratably over time. Historically,
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however, real estate values have risen cr fallen with market conditions, and many companies utilize different depreciable lives and methods. Because
FFO excludes depreciation and amortization unique to real estate, gains and certain losses from depreciable property dispositions and extraordinary
items, it provides a perfarmance measure that, when compared year over year, reflects the impact on operations from trends in occupancy rates, rental
rates, operating costs, acquisition and development activities and interest costs. This provides a perspective of the Company's financial performance not
immediately apparent from net income determined in accordance with GAAP.

FFO is generally defined and calculated 9y the Company as net income, adjusted to exclude: (i) preferred share dividends, (i} gains from disposition
of depreciable real estate property, except for those sold through the Company's merchant building program, which are presented net of taxes, (iiil
extraordinary items and (iv) ceriain non-cash items. These non-cash items principatly include real property depreciation, equity income from joint
ventures and equity income from minority equity investments and adding the Company's proportionate share of FFQ from its unconsolidated joint
ventures and minority equity investments, determined on a consistent basis.

For the reasons described above, management believes that FFQ provides the Company and investors with an important indicator of the Company's
operating performance. It provides a recognized measure of performance other than GAAP net income, which may include non-cash items [often
significant). Other real estate companies may calculate FFO in a different manner.

This measure of performance is used by the Company for several business purposes and by other REITs. The Company uses FFO (i} in executive
employment agreements to determine incentives based an the Company's performance, (i) as a measure of a real estate asset's performance, (iii) to
shape acquisition, disposition and capitsl investment strategies and (iv) to compare the Company's performance to that of other publicly traded
shopping center REITs.

Management recognizes FFO's [imitations when compared to GAAP's income from continuing operations. FFO does not represent amounts available
for needed capital replacement or expansion, debt service obligations, or other commitments and uncertainties. Management does not use FF) as an
indicator of the Company's cash abligations and funding requirements for future commitments, acquisitions or development activities. FFO does not represent
cash generated from operating activities in accordance with GAAP and is not necessarily indicative of cash available to fund cash needs, including the
payment of dividends. FFO should not be considered an alternative to net income (computed in accordance with GAAP) or as an alternative to cash flow
as a measure of liquidity. FFO is simply used as an additional indicator of the Company's operating performance.

In 2007, FFO applicable to common shareholders was $465.0 million, as compared to $377.8 million in 2006 and $355.1 million in 2005.
The increase in FFQ in 2007 is principally attributable te increases in revenues from the Core Portfolio Properties, the acquisition of assets, developments
and the gain on disposition of certain recently developed assets. The Company's calculation of FFO is as follows {in thousands):

For the years ended

2007 2006 2005
Net income applicable to commen shareholders® $ 22513 $ 198,095 §227,474
Depreciation and amortization of real estate investments 214,396 185,449 169,117
Equity in net income of joint ventures (43,229) (30,337) (34,873)
Juint ventures' FFO® 84,423 44,473 49,302
Minority equity interests (OP Units) 2,275 2,116 2,916
Gain an disposition of depreciable real estate® {17,956) (21,987) (58,834)
FFO applicable to common shareholders 465,022 377,809 355,102
Preferred share dividends 50,934 55,169 55,163
Total FFO $ 515,956 $ 432,978 $ 410,271

W Includes straight-line rental revenues of approxinatety $12.1 milfien, $160 million and $34.4 million 1n 2007, 2006 and 2005, respectively (including discontinued operations).
4 Joint ventures’ FFC is summanzed & follows {in thousands).

For the years ended

2007 2006 2005
Net income® $ 169,195 $ 92624 £122,586
Depreciation and amortization of real estate investments 193,437 83,017 87,508
Gain on disposition of depreciable real estate, net® {91,111) (22.013) {19,014)
$ 271,521 $153,628 $ 191,080
DDR Ownership interests® $ 84,423 $ 44,473 $ 49,302

* Inciudss straight-line rental revenue of $3.3 million, $5.1 mithon andt $6.6 million in 2007, 2006 and 2005, respectively, The Campany's proportionate share of straight-line rental revenues was $1.4 million, $¢:9 million and

$1.1 million in 2007, 2006 and 2005, respectively. These amounts include discontinued operations.
™ The 9ain or loss on disposition of recently developed shopping centers, generally owned by the Company's taxable REIT subsidiarics, 5 included i1 FFO, 5 the Campany considers thest propertics part of the merthant buikling program.
These properties were cither developed through the Retail Value Investment Program with Prudential Reat Estate Investors, e were assets sold in conjunction with the farmation of the jeint venture that holts the designaticn rights
for the Service Merchandise propertics. For the year ended December 31, 2007, an aggregate gain of $5.8 millicn was recorded, of which $1.8 million was the Company's propartionate share. for the year ended December 31, 2006,
3 loss of $1.3 million was recorded, of which $0.3 million was the Company's proportionate share. For the year ended December 31, 2005, 2n aggregated gain of $30.8 million, was recorded of which $7.6 million was the Company’s
propertionate share.
The Compary's share of joint venture net income has been reduced by $1.2 million, increascd by $1 6 million and reduced by $2.1 mill on for the vears ended December 31, 2607, 2006 and 2005, respectively. These amounts arc related
1o basts differences in depreciation and adjustments 10 gain on sales. During the year ended December 31, 2007, the Campany received $14 3 million of promoted incame, of which $13.6 million related to the sale of assets from DDR
Markaz LLC to DOR Domestic Retail Fung |, which 15 included in the Company's proportionate share of net income and FR). During the year cnded December 31, 2006, the Company rectived $5.5 million of promoted incame from the
dispasition of a joint venture asset in Kildeer, linois.

At December 31, 2007, 2006 and 2005, the Company owned unconsolidated joint venturs interzsts relating to 273, 117 and 110 9perating shepping center propertics, respectively. In addition, at December 31,2007 and 2006, the
Company owned 44 and 50 shopping center sites, respectivehy formerty owned byS:m:: Merchandise through its 20% owned joint venture. At December 31, 2005, the Company owned 53 of these sites through its approximate
25% owner joint venture: The Company aiso owned an approximate 25% interest in the Prudential Retsil Value Fund and a su%pmt venture !qum interest in two real estate management/develkopment companies.

The amount reflected a5 gain on disposition of real estate and real estate investments from conti ions in the of aperations includes residual land sales, which management considers to be the
disposition of non-deprectable real property and the sale of newly developed shoppung cente, for which the Company malnta connnumg h These ions are inctuded in the Company's FR) and therefore are
nat reflected a5 an adjustment to FRD For the years ended December 31, 2007, 2006 and 2005, net gains resulting from residusl land ssles aggregated $140 millhon, $14.8 million and $6.0 million, respectivety. For the years ended
December 31, 207, 2006 and 2005, merchant building gains, net of tax, agqm]md $49.1 million, $46.3 aillian and $32.9 million, respectively In 2005, these gains included a partion of the net gain recognized of approximatety
$6.6 million from the sale of 3 shopping center located in Plainville, Connecticut, through the Company's taxable REM subsidary, axotiated with its merchant building program. The remaining $14.3 million of the gain recognized
on the dispesition of the shopping center located in Painville, Connect\cut, was notincluded in the computation of FR), as the Comaany behieved such amount was derived primarily from the isition of its partner’s

759 Interest in the shopping center following of devel Additionally, during 2005, the Company's gair on disposition of real estate was reduced by §1.9 million relatng o debt prepaymant vosts
incurred as @ resuft of 2 sales transaction. This debt prepayment has been accounted far 2 a cost of sale, and neither the gross gain on gisposition nor the related costs of the sale have been included in FFO.

-1
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Liquidity and Capital Resources

tn December 2007, the Company increased the combined borrowing
capacity of its revolving credit facilities and secured term loan by $315
million to $2.125 biliion from $1.81 billion. At December 31, 2007,
the Company had approximately $616 million available on its revalving
credit facilities.

The Company anticipates that cash flow from operating activities
will continue to provide adequate capital for all interest and monthly
principal payments on outstanding indebtedness, recurring tenant
improvements and dividend payments in accordance with REIT
requirements. The Company anticipates that cash on hand, borrowings
available under its existing revolving credit facilities and other debt and
equity alternatives, including the issuance of common and preferred
shares, OP Units, joint venture capital and asset dispositions, will provide
the necessary capital to achieve continued growth. The proceeds from
the sale of assets classified as discontinued operations and other asset
dispositions will also be utilized to acquire and develop assets. The
Company believes that its acquisition and developments completed in
2007, new leasing, expansion and re-tenanting of the Core Portfolio
Properties continue to add to the Company's operating cash flow.

In 2007, the Company began evatuating its debt that will be maturing
in 2008, and based on management's current assessment, believes it has
viable financing and refinancing aiternatives that will not adversely
impact its expected financial results. In 2008, the Company has
$389.6 million of consclidated debt and $690.0 million of joint venture
debt maturing.

During the first quarter of 2008, the Company executed a term sheet
and entered into an interest rate lock for a loan to be secured by a
portfolio of six assets, including three that are currently encumbered by
mortgages maturing in 2008. This financing is anticipated to aggregate
$350 million, with a fixed interest coupon rate of 5% and a five-year
maturity and will substantially refinance most of the Company's
consclidated 2008 maturities. The Company will continue to seek
opportunities to obtain construction financing at commercially reasonable
pricing to fund development activity.

The Company anticipates being & net seiler of assets in 2008 by divesting
certain recently developed assets, land parcels and non-core assets. These
asset sales would provide the capital necessary to fund the growing
number of investment and development opportunities.

In addition, the Company's revolving credit availability at December 31,
2007 was over $600 million. Furthermore, the Company owns nearly 300
fully unencumbered real estate assets representing approximately $6 billion
of total asset value, which can provide an additional borrowing base.

The Company and its partners are also evaluating their 2008 joint
venture debt maturities. The Service Holdings LLC joint venture exercised
a one-year extension option for the $117.4 million loan on the portfolio
of assets formerly occupied by Service Merchandise, This loan tontains
two additional one-year extensions at the joint venture's option.

Another joint venture asset that has mortgage debt of $72.1 million is
anticipated to be refinanced with the existing lender at LIBOR plus 1.25%.
This loan is expected to have a two-year maturity and a one-year
extension option.

Of the remaining $500.5 million of joint venture debt maturing in 2008,
nearly 750 matures in December 2008 and the weighted average loan to
value is less than 60%.

No assurance can be provided that the aforementioned obligations
will be refinanced or repaid as currently anticipated [(see Contractual
Obligations and Other Commitments).

Changes in cash flow from investing activities in 2007, as compared to
2006, are primarily due to the IRRETI merger, sales of assets lincluding to
DDR Domestic Retail Fund |, Dividend Capital Total Realty Trust Joint Ven-
ture and DDR Macquarie Fund LLC as described in Acquisitions,
Developments and Expansions) and the additional equity contributions to
joint ventures, primarily the TIAA-CREF Joint Venture and Sonae Sierra
Brazil BV Sarl. Changes in cash flow from financing activities in 2007, as
compared 1o 2006, primarily relate to an increase in acquisition activity in
2007 as compared to 2006 and the issuance of convertible senior notes
and commoen shares offset by the Company's repurchase of its common
shares and redemption of preferred shares in 2007,

The Company's cash flow activities are summarized as follows
(in thousands):

Year ended December 31,

C 72007 2006 2005
Cash flow provided by operating activities $ 414,616  $ 340,692  $355,423
Cash flow used for investing activities (1,148,316}  (203,047)  (339,443)
Cash flow provided by (used for)
financing activities 755,491 {139,922) (35,196)

The Company satisfied its REIT requirement of distributing at least 90%
of ordinary taxable income with declared common and preferred share
dividends of $371.0 million in 2007, as compared to $313.1 million and
$290.1 miflion in 2006 and 2005, respectively. Accordingly, federal income
taxes were not the 2007.
The Company’s common share dividend payout ratio for the year
approximated 70.4% of its 2007 FFQ, as compared to 68.8% and 67.0% in
2006 and 2005, respectively.

In fanuary 2008, the Company announced the Board of Directors' intent

incurred at corporate level for

to increase the 2008 quarterly dividend per common share to $0.69 from
$0.66 in 2007. The Company anticipates that the increased dividend level
will continue to result in a conservative payout ratio. The payout ratio is
determined based on commen and preferred dividends declared as
compared to the Company's FFQ (see Off Balance Sheet Arrangements
and Contractual Obligations and Other Commitments for further
discussion of capital rescurces).
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Acquistions, Developments, Redevelopments and Expansions

During the three years ended December 31, 2007, the Company and its consolidated and unconsolidated joint ventures expended $9.2 billion, net of
dispositions, to acquire, develop, redevelop, expand, improve and re-tenant its properties as follows (in millions):

2007 2006 2005
Company (including Consolidated Joint Ventures):
Acquisitions $ 3,048.70 $ 370,20 § 1,610.80
Completed expansions 32.7 731 416
Developments and construction in progress 428.5 246.0 246.1
Tenant improvements and building renovations® 12.5 1n7 15
Furniture and fixtures and equipment 13.0® 10.20 10.79
3,535.4 .z 1918.7
Less: Real estate dispositions and property contributed to joint ventures (2.001.3)% {289.8) (490.8)"
Company total 1,634.1 4214 1,4259
Unconsolidated Joint Ventures:
Acquisitionsfcontributions 4,987.4% 72991 35000
Completed expansions 218 - 9.3
Developments and construction in progress 142.7 139.6M B7.5
Tenant improvements and building renovations® 9.8 9.1 6.8
Foreign currency adjustrents 48.5® - -
5210.3 878.6 453.6
Less: Real estate dispositions (204.3)" (409.0) (148.8)0
Joint ventures total 5.006.0 469.6 304.8
6,540.1 B3O 1,730.7
Less: Proporticnate joint venture share owned by others (2,825.5) (401.0) (285.0)
Total DOR net additions $ 3.74.6 $ 490.0 $ 1,445.7

W Includes the menger with IRRETI, the redemptian of OF Units and the scquisition of an sdditinal interest in a property in San Francisco, California.

# | 2008, the Company anticipates recurring capital expenditurss, including tenant improvements, of approximately § 14 millian associated with its wholly-owned and
consalidated portfclio and $11 million associated with its unconsolidated jomt venture portfolic.

o |ncludes certain Information Technology [T projects, eapansion of the Company's headquarters and fractianal ownership interests i eorporate planes.

 includes the sale of three assets to Dividend Capital Total Realty Trust Joint Venture, 55 assets to DDR Domestic Retail Fund |, three assets to DD Macquaric Fund LLC
and other shopping center asscts and outparce| sales

% Includes the formation of the DDRTC Core Retail Fund LLC joint venture, acquisition of an additionat 73% interest in Metropole Shopaing Center by Sonae Sierra 8razil BV Sarl,

# Relates 1o the Company's approximate 508 awned joint vanture in Brazil and the strengthening of the Brazilian Reals in relation to the US dollar in 2007.

m Includes the sals of seven shopping centers previously owned by DDR Markaz UiC 1o DDR Domestc Retail Fund | and the sale of vacant land.

 Includes the transfer to the Company from ioint ventures (KLASSM and Satishury, Marytand), final earnout adjustments for acguisitiors, sedemption of OP Units and the
consalidation of a joint venture asset pursuant to EITF 04-05, *Determuning whether 2 General Partner, or the General Partners as a Group Cantraks a Limited Partnership or
Sumular Entity When the Limited Partners Have Certain Rights.”

w Includes asset dispasitions, the sate of assets farmerty owned by the KLAJSM Joint Venture to Service Holdings LLC, the sale of properties to DDR Macquanc Fund LLC and
DDA MOT PS LLC, plus the transfer of newhy developed expansion areas adjacent ta four shopaing centers and the sale of several outparcels.

v Reflects the DPG Realty Holdings LLC acquisition and ad) © ing pi 1 from previous acquisiti

il Ingludes the acquisition of Land in Allen, Texas, and Bloomfield Hills, Michigan, fer the development of shopping centers by the Caventry Il Fund

va |ncludes asset dispasitions, the transfer to DOR of the KLAJSM Joint Vienture assels, five assets located in Phoenix, Arizona [two properties); Pasadena, Califarnia; Salishury,
Maryland and Apex, North Carolina.

na [ncfudes the transfer to DOR from 2 joint venture of a shopping center in Dublin, Ohio, and the acquisition of the Caribbean Property Group and the Mervwns portfolios,

1 Includes the transfer of 12 assats to DDR Macquarie Fund LLC, asset dispositions and the dispasition of several autparcels.

3 Reflects DDR Macquarie Fund LLC acquisition and adjustments to GAAF gresentation from previous acquisitions.

w4 {ncludes asset dispesitions, the disposition of several cutparcels by the RVIP VI joint venture and the transfer to DOR from a joint venture of 2 shopping center in Dublin, Dhio.

2007 Activity approximately 35.2 million square feet of total GLA, of which 66 shopping
centers comprising approximately 15.6 million square feet of total GLA are

Strategic Real Estate Transactions in the joint venture with TIAA-CREF. The Company sold 78 assets acquired
from IRRETI to third parties throughout the year.

Inland Retail Real Estate Trust, Inc. DOR Domestic Retail Fund |

On February 27, 2007, the Company acquired IRRET} through a merger

In June 2007, the Company formed DDR Domestic Retail Fund | (the
with a subsidiary. The Company acquired all of the outstanding shares of

“Fund"), a Company sponsored, fully-seeded commingled fund. The Fund
IRRETI for a total merger consideration of $14.00 per share, of which , . . -

acquired 63 shopping center assets aggregating 8.3 million squace feet
$12.50 per share was funded in cash and $1.50 per share in the form of
DDR common shares. As a result, the Company issued 5.7 million of DDR
commoen shares to the IRRETI shareho!ders for a total consideration of

approximately $394.2 million.

(*Fund Portfalio”) from the Company and a joint venture of the Company
for approximately $1.5 billion. The Fund Portfolio is composed of 54 assets
acquired by the Company through its acquisition of IRRETI, seven assets
formerly held in a joint venture with Kuwait Financial Centre ("DDR

The IRRETI merger was recorded at a total cost of approximately $6.2 Markaz LLC Joint Venture®), in which the Company had a 20% ownership

billion, Real estate related assets of approximately $3.t billion was recorded interest, and two asscts from the Company's wholly-owned portfolio. The
by the Company and approximately $3.0 billion was recorded by the joint
venture with TIAA-CREF (*DDRTC Core Retaii Fund LLC"). The IRRETI real
estate portfolio consists of 315 community shopping centers, neighborhood

shopping centers and single tenant/net leased retail properties, comprising

Company recognized a gain of approximately $9.6 million, net of its 20%
retzined interest, from the sale of the two wholly-owned assets, which is
included in gain an disposition of real estate in the Company's statements
of operations, In conjunction with the sale of assets to the Fund and
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identification of the equity partners, the Company paid a $7.8 million fee
to a third party consulting firm and recognized this amount as a reduction
to gain on disposition of real estate. The DDR Markaz LLC Joint Venture
recorded a gain of approximately $89.9 million. The Company's
proportionate share of approximately $18.0 million of the joint venture
gain was deferred, as the Company retained an effective 20% ownership
interest in these assets, The Company has been engaged by the Fund to
perform day-to-day operations of the properties and receives ongoing
fees for asset management and property management, leasing,
construction management and anciliary income in addition to a promoted
interest. In addition, upon the sate of the assets from the DDR Markaz LLC
Joint Venture to the Fund, the Company recognized promoted income of
approximately $13.6 million, which is included in equity in net income of
joint ventures and FFO.

Dividend Capital Total Reaity Trust Joint Venture

In May 2007, the Company formed a $161.5 million joint venture
(*Dividend Capital Total Realty Trust Joint Venture”). The Company
contributed three recently developed assets aggregating 0.7 million of
Company-owned square feet, to the joint venture and retained an
effective ownership interest of 10%. The Company recorded an after-tax
merchant building gain, net of its retained interest, of approximately
$45.7 million, which is included in gain on disposition of real estate and
FFO. The Company receives ongoing asset management and property
management fees, plus fees on leasing and ancillary income, in addition to
a promoted interest.

ECE Projektmanagement Joint Venture

In May 2007, ECE Projektmanagement G.m.b.H & Co. KG ("ECE"), a fully
integrated international developer and manager of shopping centers based
in Hamburg, Germany, and the Company formed a new joint venture [*ECE
Joint Venture™) to fund investments in retail developments located in
western Russia and Ukraine. The joint venture is owned 75% by the Company
and 25% by ECE. This joint venture is consolidated by the Company.

DDR Macquarie Fund LLC

In 2003, the Company entered into a joint venture with Macquarie DDR
Trust [*MDT"), an Australian Based Listed Property Trust sponsared by
Macquarie Bank Limited (ASX: MBL), an international investment bank,
advisor and manager of specialized real estate funds, focusing on acquiring
ownership interests in inst'itutional-quality community center properties
in the United States ("DDR Macquarie Fund LLC"). The Company has been
engaged to provide day-to-day operations of the properties and receives
fees at prevailing rates for property management, leasing, construction
management, acquisitions, due diligence, dispositicns {including outparcel
dispositions) and financing. Through this joint venture, the Company and
MBL will also receive base asset management fees and incentive fees
based on the performance of MDT.

During August and September 2007, the Company contributed three
shopping center properties, aggregating 0.5 millien square feet, to DDR
Macquarie Fund LLC. The aggregate purchase price for the properties was
$49.8 million. The assets were recently acquired by the Company as part
of its acquisition of IRRETI, and as a result, the Company did not record a
gain on the transaction.

At December 31, 2007, MDT owns an approximate 83% interest, the
Company owns an effective 14.5% ownership interest, and MBL effectively owns
the remaining 2.5% in the portfolio of assets. At December 31, 2007, DDR
Macquarie Fund LLC owned 51 operating shopping center properties. MDT is
governed by a board of directors that includes three members selected by
DOR, three members selected by MBL and three independert members.

Acquisitions

In 2007, the Company acquired the following shopping center assets:

Company- Gross
Owned Purchase
Square Feet Price
Location (thousands} (millions)
IRRETI merger (see 2007 Strategic Real
Estate Transactions) 17,272 $3,054.4
Coventry v - 13.8
San Antonig, Texas? 207 16.9
17,480 § 30851

i+ Reflects the Company’s purchase price associated with the acquisition of its partner's approximate 25% ownership intersst,
@ The Company purchased a S0% cquity interest through its investment in this joint venture. This asset is consolidated inte
the Company in accordance with FN 46,

In 2007, the Company's unconsolidated joint ventures acquired the
following shopping center properties, excluding those assets purchased
from the Company or its unconselidated joint ventures;

Company- Gross
Owned Purchase
. Square Feet Price
Location (thousands) [millions)
DOR - SAU Retail Fund LLCW 2277 $ 304
DDRIC Core Retai) Fund LLC® 15,638 2,998.6
Homestead, Pennsylvania® 9% 5.4
Lyndhurst, New Jersey® 78 209
Sao Bernarde Do Campo, Brazil® - 24.6
18,092 $3079.9

t The Company actuined 3 2000 equity interest in this joint venture, consksting of 28 propertics in ning states. The Company's
equity interest in thesa properties was acquired as part of the IRRET] mesger (see 2007 Stratagic Real Estatr Transactions).

@ The Company purchased a 15% equity intersst in this joint venture, consisting of 68 properties in 14 states.
This investment was acquired 3s part of the IRRETI merger [see 2007 Strategic Aeal Estate Transactions).

t The DDRTC Cert Retail Fund LLC joint venture acquired one shopping center asset.

14 The DDR ~ SAU Retail Fung LLC joint venture acquired one shopping center asset.

/ Reflects the Company's purchase price associated with the acquisition of its partner's 73% ownership interest.

Development (Wholly-Owned and Consolidated Joint Ventures)

The Company currently has the following shopping center projects under
construction:

Expected
Owned  Net Cost
Lacation GLA  (milliens) Description
Ukiah (Mendacino), California” 409900 $101.4 Community Center
Miami (Homestead), Florida 275,839 749 Community Center
Miami, Florida 400,685 1426 Mixed Use
Tzmpa (Brandon), Florida 241,700 55.5 Community Center
Tampa (Wesley Chapel}, Florida 73,360 13.7 Community Center
Boise (Nampa), tdaho 450,855 1231 Community Center
Boston, Massachusetts
(Seabrook, New Hampshire) 210,180 50.1 Community Center
Elmira (Horsekeads), New Yark 350,987 530 Community Center
Raleigh (Apex), North Carolina
[Promenade) 81,780 17.9 Community Center
Raleigh (Apex), North Carolina
(Beaver Creek Crossing, Phase [} 162,270 50.8 Community Center
Austin (Kyle), Texas™ 325,005 B0.0 Community Center
Total 2,982,561  § 7430

"Consolidated 50% Jaint Venture




The wholly-owned and consclidated development estimated funding schedule as of December 31, 2007, is as follows {in millions):

Funded as of December 31, 2007 $ 5384
Projected net funding during 2008 128.7
Projected net funding thereafter 227.1
Total $ 894.2

Development (Unconsolidated Joint Ventures)

The Company's unconsolidated joint ventures have the following shopping center projects under construction.
At December 31, 2007, $236.0 million of costs had been incurred in relation to these development projects,

DOR’s
Joint ffective Expected

Venture Qwnership Dwned Net Cost
Location Partner Percentage GLA [milliens}) Description
Kansas City (Merriam), Kansas Coventry |l 20.0% 202,116 § 468 Community Center
Detroit [Bloomfield Hills), Michigan Coventry Il 10.0% 832,197 192.5 Lifestyle Center
Dallas (Allen}, Texas Coventry )l 10.0% 797,665 17.2 Lifestyle Center
Manaus, Brazil Sonae Sierra 47.4% 477,630 826 Enclosed Mall
Total 2,359,608 $ 493.1

The unconsolidated joint venture development estimated funding scheduleas of December 31, 2007, is as follows [in millions):

Anticipated
DDR's IV Partners’”  Proceeds from
Proportionate Proportionate  Construction
Share Share Loans Total
Funded as of December 31, 2007  $ 33.0 $ 915 $ M5 § 2380
Projected net fuading during 2008 258 429 1259 194.6
Projected net funding thereafter 39 4.1 54.5 62.5
Total $62.7 $138.5 $291.9  § 4931

Radevelopments and Expansions (Wholly-Owned and Consolidated Joint Ventures)

The Company is currently expanding/redeveloping the following shopping centers at a projected aggregate gross cost of approximately $152.5 million,
At December 31, 2007, approximately $89.0 million of costs had been incurred in relation to these projects.

Property Description

Miami (Plantation), Florida
Chesterfield, Michigan

Qlean, New York

Fayetteville, North Carclina
Akron (Stow}, Ohic

Dayton {Huber Heights), Ohio

Redevelop shopping center to include Kohl's and additional junior tenants
Construct 25,400 sf of small shop space and retail space

Wal-Mart expansion and tenant relocation

Redevelop 18,000 sf of small shop space and construct an outparcel building
Redevelop former K-Mart space and develop new outparcels

Construct 45,000 sf of junior tenants

Redevelopments and Expansions (Unconsolidated Joint Ventures)

The Company's unconsolidated joint ventures are currently expanding/redeveloping the following shopping centers at a projected net cost of
$461.6 million, which includes certain initial acquisition costs. At December 31, 2007, approximately $391.2 million of costs had been incurred in
relation to these projects.

DDR's
Joint Effective
Venture Ownership o
Property Partner Percentage Description
Buena Park, Catifornia Coventry Il 20.0% targe-scale redevelopment of enclosed mall to open-air format
Los Angeles (Lancaster), California Prudential Real Estate Investors 21.0% Relocate Wal-Mart and redevelop former Wal-Mart space
Chicago (Deer Park), lllinis Prudential Real Fstate Investors 25.75% Re-tenant former retail shop space with junior tenants and construct 13,500 sf
multi-tenant outparcel building
Benton Harbor, Michigan Coventry |l 20.0% Construct 83,000 sf of anchor space and retail shops
Kznsas City, Missouri Coventry Il 20.0% Relocate retail shops and re-tenant former retail shop space
Cincinnati, Ohio Coventry lif Thor Equities 18.0% Redevelop former JCPenney space
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Dispositions

In 2007, the Company sold the following properties:

Company-
Qwned ) Net

Sguare Feet  Sales Price Gain
Location (thousands) {milliens} [millions)
Core Portfolio Properties® 6,301 $ 5894 $ 123
Transfers to Joint Venture Interests
DDR Domestic Retail Fund @ 8,342 1,201.3 1.8
Dividend Capital Total Realty

Trust Joint Venture® 682 161.5 50.3

DDR Macguarie Fungd LLC® 515 49.8 -

15,840 $2,0020 § 64.4

W The Company sold §7 shopping center properties in various stabes.

i The Company contributed 54 assets scquired through the acquisition of IRRETI and two assess from the Company's
wholly-cwned portfolic to the joint venture. The Campany retained a 2000 effective interest in these assets. The amount
includes 10066 of the selling price; the Company eliminated the portion of the gain associated with its 209 ownership interest

[see 2007 Strategic Rea! Estate Transactions).

» The Company contributed three wholty-owned assets to the joint venture. The Company retained an effective 100% ownership
interest in these assets The amount intludes 100% of the selling price; the Company eliminatzd the portion of the gain
associated with its 100 ownership interest (see 2007 Strategic Real Estate Transactions).

# The Company rontributed three wholly-owned assets to the joint venture. The Company retained an effective 14.5% ownership
interest in these assets. The amount inchides 1009 of the selling price. The Comparty did not record & Gain on the contribution
of these assets, as they had been recently acquined through the merger with IRRETL.

tn 2007, the Company's joint ventures sold the following properties
excluding those purchased by other joint ventures:

Campany's
Company's  Company- Propoftionate
Effective Owned hzre of
Ownership  Square Feet  Sales Price Gain
Location Percentage  (thousands)  (millions)  [millions)
Qverland Park, Xansas 25500 61.0 $ 82 $ 03
Service Merchandise {6 sites) 20.00% 356.4 27.2 1.3
4174 $ 354 $ 1.6

In addition to the gains reflected above, in 2007 the Company received
$13.6 million of promoted income relating to the sale of assets from DDR
Markaz LLC to DDR Domestic Retail Fund |, which is included in the
Company's proportionate share of net income,

2006 Activity

Strategic Real Estate Transactions

Sonae Sierra Brazit BY Sarl

In October 2006, the Company acquired a 50% joint venture interest in
Sonae Sierra Brazil BV Sarl, a fully integrated retail real estate company
based in Sao Paulo, Brazit, for approximately $147.5 million. The
Company's partner in Sonae Sierra Brazil BV Sarl is Sonae Sierra, an
international owner, developer and manager of shopping centers based
in Portugal. Sonae Sierra Brazil BV Sarl is the managing partner of a
partnership that owns direct and indirect interests in nine retail assets
aggregating 3.6 million square feet and a property management company in
Sao Paulo, Brazil, that oversees the leasing and management operations of
the portfolio and the development of new shopping centers. Sonae Sierra
Brazil BV Sarl owned approximately 95% of the partnership and Enplanta
Engenharia, a third party, owns approximately 5%,

DDR MDT PS LLC

During June 2006, the Company sold six properties, aggregating 0.8 million
owned square feet, to a newly formed joint venture ("DDR MDT PS L1C7)
with MDT, an Australian-based Listed Property Trust, for approximately
$122.7 million and recognized gains totaling approximately $38.9 million, of
which $32.8 million represented merchant building gains from recently
developed shopping centers.

The Cempany has been engaged to perform all day-to-day operations
of the properties and earns andfor may be entitled to receive ongoing fees
for property management, leasing and construction management, in
addition to a promoted interest, along with other periodic fees such as
financing fees.

DDR Macquarie Fund LLC

In 2006, the Company sold four additional expansion areas in McDonough,
Georgia; Coon Rapids, Minnesota; Birmingham, Alabama and Monaca,
Pennsylvania to DDR Macquarie Fund LLC for approximately $24.7 million.
These expansion areas are adjacent to shopping centers currently owned
by the joint venture. The Company recognized an aggregate merchant
build gain of $9.2 million and deferred gains of approximately $1.6 million
relating to the Company's effective 14.5% ownership interest in the venture.

Coventry Il Fund

In 2003, the Coventry Il Fund was formed with several institutional
investors and Coventry Real Estate Advisors {"CREA") as the investment
manager (“Coventry Il Fund"). Neither the Company nor any of its officers
owns a common equity interest in the Coventry fl Fund or has any
incentive compensation tied to this fund. The Coventry Il Fund’s strategy
is to invest in a variety of retail properties that present opportunities for
value creation, such as re-tenanting, market repositioning, redevelopment
or expansion. The Coventry Il Fund and the Company, through a joint
venture, acquired 11 value-added retail properties and sites formerly
cccupied by Service Merchandise in the United States. The Company will
not acquire additional assets through the Coventry Il Fund, but will
continue to advance funds associated with those projects undergoing
development or redevelopment activities.

The Company co-invested 20% in each joint venture and is generally
responsible for day-to-day management of the properties. Pursuant to the
terms of the joint venture, the Company will earn fees for property
management, ieasing and construction management. The Company also
will earn a promoted interest, along with CREA, above a preferred return
after return of capital to fund investors.

Service Merchandise Joint Venture

In March 2002, the Company entered into a joint venture with Lubert-
Adler Real Estate Funds and Klaff Realty, LP. that was awarded asset
designation rights for all of the retail real estate interests of the dankrupt
estate of Service Merchandise Corporation. The Company had an
approximate 25% interest in the joint venture,

In August 2008, the Company purchased its then partners’ approximate
750 interest in the remaining 52 assets formerly occupied by Service




Merchandise owned by the KLA/SM Joint Venture at a gross purchase price
of approximately $138 million refating to the partners’ ownership, based
on a total valuation of approximately $185 million for all remaining assets,
including outstanding indebtedness. In September 2008, the Company
sold 51 of the assets formerly occupied by Service Merchandise to the
Coventry 1l Fund, as discussed above. The Company retained a 20% interest
in the joint venture. The Company recorded a gain of approximately $6.1
million, of which $3.2 million is included in FFO.

Acquisitions

In 2006, the Company acquired the following shopping center assets:

Company- Gross
Owned Purchase
. Square Feet Price
Location {thousands) {millions)
Phoenix, Arizona" 197 $ 156
Pasadena, California® 557 55.9
Valencia, Califorpia® 76 124
Salisbury, Maryland® 126 1.5
Apex, North Carolina® 324 4.4
San Antonio, Texas® Under Development 22.4
1,280 $112.2

It Reflects the Company's aurchase price, net of debt assumed, associsted with the acguisition of ts partner's
5% ownership interest.

@ Reflects the Company's purchase price, net of prepayment of debt, associated with the acquisition of its partner's
T30 ownership intensL

M Mervyns asset structured 35 a financing iease.

# Reficcts the Company's purchase price 2ssociated with the acquisition of its partner's 800 and 2080 ownership interests
in two separate phases, respectively

M Reflects the Company's purchase price associated with the scquisition of its partner's S0% ownership interest.

In 2006, the Company's joint ventures acquired the following shopping
center praperties, not including those assets purchased from the Company
or its joint ventures:

Company- Gross
Owned Purchase

. Square Feet Price
Location [thousands) (millions)
San Diego, Catifornia® 74 $ N0
Orland Park, lllinois® 58 122
Benton Harbor, Michigan® 223 271
Bloomfield Hills, Michigan® Under Development 68.4
Cincinnati, Ohio® 668 194.4
Allen, Texas® Under Development 109
Sonae Sierra Brazil BV Sarl® 3469 180.3
4,432 $ 504.3

" The Comnpany purchased a 508 equity interest thedugh s investment in the Mervyns Joint Verture.

@ The Company purchased a 10% equity interst through its investment in the Coventry Il Fund.

& The Company purchased 2000 equity interest through its investment in the Coventry I Fund There is appraximatety
100,000 sq. £ under redevelopment.

# The Company purchased an 18% equity interest through its investment in the Coventry Il Fund There 15 approximately
160,000 5q. ft. under redevelopment.

& The Company purchased an initial 50% interest in an entity which owned a 93% interest in nine properties iocated
in Sao Paulo, Brazil.

Development, Redevelopments & Expansions

As of December 31, 2006, the Company had substantially completed the
construction of the Frechold, New lersey; Apex, North Carolina (Beaver
Creek Crossings — Phase I} and Pittsburgh, Pennsylvania, shopping
centers, at an aggregate gross cost of $156.7 million.

During the year ended December 31, 2006, the Company completed
eight expansions and redevelopment projects located in Birmingham,
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Alabama; Lakeland, Florida; Ocala, Florida; Stockbridge, Georgia; Rome,
New York; Mooresville, North Carolina; Bayamon, Puerto Rico (Rio Hondo)
and Ft. Union, Utah, at an aggregate gross cost of $73.4 million,

Dispositions

In 2006, the Company sold the following properties:

Company-
Owned Net
Square Feet  Sales Price Gain
Location (thousands) [millions) [millions)
Core Portfolio Properties' 822 $ 548 $ 1
Transfers to Joint Venture Interests
DDR Macquarie Fund LLC® 1,024 247 9.2
DDR MDT PS LLCW 644 1227 389
2,490 $ 2022 $ 59.2

 The Companry soid six shapping center properties located in three states
A The Company contributed tour newly developed expansion arcas adjacent 1o shopping centers currently owned by ODR Macquarie
Fund LLC. The Company retained a 14.5% effective interest in thes assets, The amount includes 100% of the selling price;
the Company eliminated the portion of the gain associated with its 14 55 owncrshig interest [see 2006 Strstegic
Real Estate Transactions).
= The Company contributed six wholly-ownied assets to the joint venture. The Company did not retain 2n ownership interest in
the Jaint venture, but maintained a promoted interest. The amount includes 106% of the selling price (see 2006 Strategic
Real Estate Transactions).

In 2006, the Company's joint ventures sold the following shopping
center properties, excluding the properties purchased by the Company as
described above:

Company's
Company’s ~ Company- Proportionate
Effective Qwned . hare of
Qwnership  Square Feet  Sales Price  Gain [Loss)
Lecation Percentage  [thousands)  {millions)  [miltions)
Olathe, Kansas;
Shawnee, Kansas
and Kansas City, Missouri  25.50% 432 $ 200 $ (0.5)
Fort Worth, Texas 50.00% 235 220 02
Everett, Washington 20.75% 41 B.1 1.2
Kildeer, lilinois 10,00% 162 413 7.3u
Service Merchandise Site 24.63% 52 32 -
Service Merchandise Site 20.00% - 1.4 -
922 $ 102.0 $ 8.2

0 et aghes prometed income.

2005 Activity

Strategic Real Estate Transactions

Caribbean Properties Group {CPG}

In fanuary 2005, the Company completed the acquisition of 15 retail real
estate assets located in Puerto Rico, totaling nearly 5.0 million square feet
of total GLA, from CPG at an aggregate cost of approximately $1.2 billion.
The financing for the transaction was provided by the assumption of
approximately $660 million of existing debt and line of credit borrowings of
approximately $449.5 million on the Company's $1.0 billion senior
unsecured credit facility and the application of a $30 million deposit
funded in 2004.




Mervwyns Joint Venture

In 2005, the Company formed the Mervyns Joint Venture, a consolidated
joint venture, with MOT, owned approximately 50% by the Company and
509% by MDT, that acquired the underlying real estate of 36 operating
Mervyns stores for approximately $396.2 million. The Company is
responsible for the day-to-day management of the assets and receives
fees for property management.

During 2005, the Company received approximately $2.5 million of
acquisition and financing fees in connection with the acquisition of the
Mervyns assets. Pursuant to FIN 48(R), the Company is required to
consolidate the Mervyns Joint Venture and, therefore, the $2.5 million of
fees has been eliminated in conselidation and reflected as an adjustment
in basis and was not reflected in net income.

The Company also purchased an additional Mervyns site at one of the
Company's wholly-owned shopping centers in 5alt Lake City, Utah, for
$14.4 million.

DDR Macguarie Fund LLC

DDR Macquarie Fund LLC purchased 12 properties from DDR in 2005
with an aggregate purchase price of approximately $348.0 million. DDR
recognized gains of approximately $81.2 million and deferred gains of
approximately $13.8 million relating to the Company's effective 14.50b
ownership interest in the venture.

Dispesition of Office and Industrial Assets

In September 2005, the Company sold 25 office and industrial buildings
acquired through the merger with American Industrial Properties,
aggregating approximately 3.2 million square feet, for approximately
$177.0 million that included a contingent purchase price of approximately
$7.0 million in subordinated equity, based on the portfolio’s subsequent
performance, including proceeds from a potential disposition. The Company
recorded a gain of approximately $5.3 million that does not include any
contingent purchase price. The Company has included the historical
operations and disposition of these real estate assets as discontinued
operations in its consolidated statements of operations, as the contingent
consideration that may be received from the subordinated equity is not a
direct cash flow of the properties pursuant to the terms of the transaction.

Acquisitions

In 2005, the Company acquired the following shopping center assets:

Company- Gross
Owned Purchase
Square Feet Price
Location [thousands) {mitlions)
CPG [see 2005 Strategic Real
Estate Transactions) 3,967 $1,1738
Mervyns {see 2005 Strategic Real
Estate Transactions) 2823 410.6
Columbus, Qhig™ 162 3.2
6952 $ 15876

o inchudes 36 assets consolidated by the Company and one wholly-gwned asset of the Company
@ Reflects the Company's purchase pece. associated with the acquisition of ity partner’s 200 ownership interest.

{n 2005, Coventry Il Fund, in which the Company has a 20% equity
interest, purchased land for the development of a shopping center in
Merriam, Kansas, for approximately $15.7 million.

Development, Redevelopments & Expansions

In 2005, the Company substantially completed the construction of four
shopping center projects located in Overland Park, Kansas; Lansing,
Michigan; Freehold, New Jersey and Mt. Laurel, New Jersey. In 2005, the
Company's joint venture development project located in San Antonio,
Texas was substantially completed and a portion of the joint venture
development project located in Jefferson County (St. Louis), Missouri, was
substantially completed.

During the year ended December 31, 2005, the Company completed nine
expansicns and redevelopment projects located in Hoover, Atabama; Tallzhassee,
Florida; Suwanee, Georgia; Princeton, New Jersey; Hendersonville, North
Carplina; Allentown, Pennsylvania; Erie, Pennsylvania; Bayamon, Puerto Rico
and Johnson City, Tennessee, at an aggregate cost of $41.6 million.

During the year ended December 31, 2005, two of the Company's joint
ventures completed expansionfredevelopment projects at their shopping
centers located in St. Petersburg, Florida and Merriam, Kansas, at an
aggregate cost of $9.3 million.

Dispositions

In 2005, the Company sold the following properties:

Company-
Owned Net
Square Feet  Sales Price  Gain
Location (thousands)  [millions) [millians)
Shopping Center Properties
Core Porifolio Properties™ 637 $ 357 $ 107
Tronsfers to Joint Venture interests
DDR Macquarie Fund LLC™ 2097 3480 81.2
Business Center Properties™ 3.183 177.0 53
5917 $ 560.7 $ §7.2

™ The Company sold ten shopping center propertics located in six states. One of the propertics sold, Grand Forks, North Dakota,
represented the disposition of an asset through the merchant bulkding program.

@ The Company transferred 12 wholty-owned assets of the Company ta the joint venture. The Company retained an effective
14.5% equity ownership interest in the joint venture, The ameunt includes 100% of the selling price; the Company eliminated the
portion of the gain assotiated with its 14.5% ownership interest (see 2005 Strategic Real Estate Transactions).

o Represents the dispasition of 25 assets {5z 2005 Strategic Real Estate Transaction).

In 2005, the Company's joint ventures sold the following shopping
center properties, excluding the one property purchased by the Company
as described above:

Company's
Company's  Company- Proportionate
Effective Owned hare of
Qwnership  Square Feet  Sales Price Gatn
Location Percentage  [thousands)  [millions]  [millians)
City of Industry, California™;
Richmond, California
and San Ysidro, California  20.75% 416 $ 733 $ 67
Long Beach, Californiat 25.50% 343 75.6 44
Service Merchandise (8 sites) 24,63% 409 19.4 1.9
1,168 $ 168.3 $ 130

™ The joént venture sokd the remaining portion of the shopping center.
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Off Balance Sheet Arrangements

The Company has a number of off balance sheet joint ventures and other uncensolidated entities with varying economic structures. Through these
interests, the Company has investments in operating properties, devetopment properties and a management and development company. Such

arrangements are generally with institutional investors and various developers located throughout the United States.

The unconsolidated joint ventures that have total assets greater than $250 million are as follows:

) Company-

Unconsolidated Effective Owned

Real Estate Qwnership Assets Sguare Feet Total Debt
Ventures Percentage M Owned (thousands} (millions)
Sonae Sierra Brazil BV Sarl 47.4% Nine shopping centers, one shopping center 3,483 $ -

under development and a management company in Brazil

DDR Damestic Retail Fund | 200 63 shopping center assets in several states 8342 968.5
DOR - SAU Retail Fund LLC 20.0 29 shopping center assets in several states 2,355 226.2
DDRTC Core Retail Fund LLC 15.0 66 assets in several states 15,737 1,773.1
DDR Macquarie Fund LLC 145 51 shopping centers in several states 1211 1120
TRT DDR Venture | GP 10.0 Three shopping center assets in several states 682 110.0

 Ownership may be held through different investment structures. Pereentage ownerships are subject to change 4 tertain investments contain promoted structures.

In connection with the development of shopping centers owned by
certain affiliates, the Company andfor its equity affiliates have agreed to
fund the required capital associated with approved development projects
aggregating approximately $38.9 million at December 31, 2007. These
aobligations, comprised principally of construction contracts, are generally
due in 12 to 18 months as the related construction costs are incurred and
are expected to be financed through new or existing construction loans.

The Company has provided loans and advances to certain unconsolidated
entities andfor related partners in the amount of $3.5 million at December 31,
2007, for which the Company's joint venture partners have not funded
their proportionate share. These entities are current on all debt service
owed to DDR. The Company guaranteed base rental income from one to
three years at certain centers held through Service Holdings LLC,
aggregating $2.8 million at December 31, 2007. The Company has not
recorded a fiability for the guarantee, as the subtenants of Service
Holdings LLC affiliates are paying rent as due. The Company has recourse
against the other parties in the joint venture for their pro rata share of any
liability under this guarantee.

As a result of the IRRETI merger, the Company assumed certain
environmental and non-recourse obligations of DDR — SAU Retail Fund
LLC pursuant to eight guaranty and environmental indemnity agreements.
The Company’s guaranty is capped at $43.) million in the aggregate
except for certain events, such as fraud, intentional misrepresentaticn ar
misappropriation of funds.

The Company is involved with overseeing the development activities
for several of its joint ventures that are constructing, redeveloping or
expanding shopping centers. Tne Company earns a fee for its services
commensurate with the level of oversight provided. The Company
generally provides a completion guarantee to the third party lending
institution(s) providing construction financing.

The Company's joint ventures have aggregate outstanding indebtedness
ta third parties of approximately $5.6 billion and $2.5 billien at December 31,
2007 and 20086, respectively [see Quantitative and Qualitative Disclosures
About Market Risk). Such mortgages and construction loans are generally
non-recourse to the Company and its partners. Certain mortgages may
have recourse to the Company and its partners in certain limited situations,
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such as misuse of funds and material misrepresentations. In connection with
certain of the Campany's joint ventures, the Company agreed to fund any
amounts due the joint venture's lender if such amounts are not paid by
the joint venture based on the Company's pro rata share of such amount
aggregating $71.3 million at December 31, 2007. The Company and its
joint venture partner provided a $33.0 million payment and performance
guaranty on behalf of the Mervyns JointVenture to the joint venture's
lender in certain events such as thebankruptey of Mervyns, The Company's
maximum obligation is equal to its approximate 50% ownership percentage,
or $18.5 million.

In 2006 and 2007, the Company entered into separate jeint ventures
that own real estate assets in Brazil, Canada and Russia. Although in certain
circumstances the Company has obtained funding in the entities’
functional currencies, the Company has generally chosen not to mitigate
any of the residual foreign currency risk through the use of hedging
instruments. The Company will continue to monitor and evaluate this risk
and may enter into hedging agreements at a later date.

Financing Activities

The Company has historically accessed capital sources through both the
public and private markets. The Company's acquisitions, developments,
redevelopments and expansions are generally financed through cash
provided from operating activities, revolving credit facilities, mortgages
assumed, construction loans, secured debt, unsecured public debt,
common and preferred equity offerings, joint venture capital, preferred
OP Units and asset sales. Total debt cutstanding at December 31, 2007,
was approximately $5.6 billion, as compared to approximately $4.2 billion
and $3.9 billion at December 31, 2006 ang 2005, respectively.

The volatility in the debt markets during the last several months has
caused borrowing spreads over treasury rates to reach higher levels than
previously experienced. This uncertainty re-emphasizes the need to access
diverse sources of capital, maintain liquidity and stage debt maturities
carefully. Most significantly, it underscores the importance of a conservative
balance sheet that provides flexibility in accessing capita) and enhances
the Company's ability to manage assets with limited restrictions. A




conservative balance sheet should altow DDR to be opportunistic in its
investment strategy and in accessing the most efficient and lowest cost of
financing available,

Financings through the issuance of common shares, preferred shares,
construction loans, medium term notes, convertible notes, term loans and
preferred OP WUnits (units issued by the Company's partnerships}
aggregated $6.5 billion during the three years ended December 31, 2007,
and is summarized as follows [in millions):

2007 2006 2005
Equity:
Common shares $ 1,140.8W - $ -
Preferred OF Units 48421 - -
Total equity 1,625.0 - -
Debt:
Construction 1043 11 146
Permanent financing 30.0 - 327.1
Mortgage debt assumed 446.5 1323 661.5
Medium term notes - - 750.0"
Convertible notes 600.0 250.0@ -
Unsecured term loan 750.0% - -
Secured term loan 400.0® 180.0® 220.09
Total debt 2,330.8 573.4 1973.2
$ 3,955.8 $573.4 $1.573.2

n Approximately 5.7 million shares, aggregating approximately $394.2 millian, were issued to IRRETI sharehalders in february 2007
The Company issved 1. million cammen shares in February 2007 for approximatety $746.6 million upon the setilement of the
farward sale agreements entered into in December 2006

 issuance of 20 million preferred OP Units, with a liquidation preference of $25 per unit, aggregating $500 miltion of the net assets
of the Company’s consolidated subsidiary in February 2007, 1n accordance with the terms of the agreement, the preferred OP
Units were redeemed 2t 97.000 of par in June 2007.

 Issuance of 300% convertible scnior unsecured notes due 2012. The notes have an initia! conversion rate of approximately
13.3783 commen shares per $1000 principal ameunt of the notes, which represents an initial conversier price of 2pproximately
$74.75 per common share and a conversion premium of approximately 20.09% based on the last reported sale price of $62.29 per
common share an March 7, 2007, The initial conversion rate is subject to adjustment under certain tircumstances. Upon closing
of the sale of the notes, the Company repurchased $117.0 million of its common shares. 1n conneetion with the offering, the
Company entered into an oplion agreement, settled in the Company's common shares, with an investment bank that
hiad the economic impact of effectively increzsing the initial comvession price of the notes ta $87.21 per common share, which
represents a 40% premiurm based on the March 7, 2007, closing price of $62.29 per commen share. The cost of this arrangement
weas approximately $32.6 million and has been recorded s an equity transaction in the Company's consolidated balance sheet.

11 This facility bore intersst at UBOR plus 0.75% and was repaid in Junc 2007.

19 This facility bears interest st LIBOR. plus 0700 and matures in Febiruary 2011, This facility allows far a one-year extznsion option.

W Issyance of 1.50% canvertisle senior unsecured notes due 2001 The notes have an initial conversian rate of approximately
15,3589 comman sharss per $1,000 principal amount of the notes, which represent an initial conversion price of approximately
$65.11 per common share and a conversion premium of approximatety 22.5% hased on the last reported sale price of $53.15 per
common share on August 22, 2006, The initial conversion rate is subject to adjustment under cenain circumstances, Upon closing
of the sale of the notes, the Company repurchased $48.3 million of its common shares. In connecifon with the offering, the
Company entered into an aption zrrangement, settled in the Company's common sharcs, with an imvestment bank that
had the economic impact of effectively increasing the initial conversion price of the notes 1o $74.41 per common share, which
represcats a 40.0% prerium based on the August 22, 2006, chosing price of $53.15 per common share. The cost of this arrangement
was approximately $10.3 million and has been reconded as an equity transaction in the Company's consolidated balance sheet.

o includes $200 miliion of five-vear senier unsecured notes and $200 millian of ten-year senicr umsecured notes. The five-year
notes have an interest coupon rate of 5.00%, are due on May 3, 2010, and were offered at 99 806% of par. The ten-year notes
have an interest coupon rate of 5.5%, are due on May 1, 2015, and were offered at 95.647% of par. Alse includes $350 million of
seven-year serion unsecured rotes. The seven-year notes have sn interest coupon rate of 5.375%, are due on October 15, 2012,
and were offered at 99.52% of par,

Capitalization

At December 31, 2007, the Company's capitalization consisted of $5.6 billion
of debt, $555 million of preferred shares and $4.6 billion of market equity
(market eguity common shares and OP Units
outstanding multiplied by $38.29, the closing price of the common shares
on the New York Stock Exchange at December 31, 2007), resulting in a
debt to total market capitalization ratio of 0.52 to 1.0, as compared to the
ratios of 0.36 to 1.0 and 0.40 to 1.0, at December 31, 2006 and 2005,
respectively. The closing price of the common shares on the New York
Stock Exchange was $62.95 and $47.02 at December 31, 2006 and 2005,
respectively. At December 31, 2007, the Company's total debt consisted of
$4.5 billion of fixed-rate debt and $1.1 bitlion of variable-rate debt,
including $600 million of variable-rate debt that had been effectively
swapped to a fixed rate through the use of interest rate derivative
contracts. At December 31, 2006, the Company's total debt consisted of
$3.8 billion of fixed-rate debt and $0.4 billion of variable-rate debt,
including $60 miilion of fixed-rate debt that was effectively swapped to a
variable rate and $500 million of variable-rate debt that had been
effectively swapped to a fixed rate.

is defined as

It is management's strategy to have access to the capital resources
necessary to expand and develop its business. Accordingly, the Company
may seek to obtain funds through additional equity offerings, debt
financings andfor joint venture capital in a manner consistent with its
intention to operate with a conservative debt capitalization policy and
maintain its investment grade ratings with Moody's Investors Service and
Standard and Poor's. The security rating is not a recommendation to buy,
sell or hold securities, as it may be subject to revision or withdrawal at
any time by the rating organization. Each rating should be evaluated
independently of any other rating.

The Company's credit facilities and the indentures under which the
Company's seniar and subordinated unsecured indebtedness is, or may be,
issued contain certain financial and operating covenants, including,
among other things, debt service coverage and fixed charge coverage
ratios, as weil as limitations on the Company's ability to incur secured and
unsecured indebtedness, sell all or substantially all of the Company's
assets and engage in mergers and certain acquisitions. Although the
Company intends to operate in compliance with these covenants, if the
Company were 10 violate those covenants, the Company may be subject to
higher finance costs and fees or accelerated maturity. Foreclosure on
mortgaged properties or an inability to refinance existing indebtedness
would likely have a negative impact on the Company's financial condition
and results of operations.

As of December 31, 2007, the Company had $0.6 billion available under
its $1.325 billion revolving credit facilities and cash of $49.5 million. As of
December 31, 2007, the Company also had 293 unencumbered operating
properties generating $490.7 million, or 50.4% of the total revenue of the
Company for the year ended December 31, 2007, thereby providing
a potential collateral base for future borrowings, subject to consideration of
the financial covenants on unsecured barrowings.

Contractual Obligations and Other Commitments

The Company has debt obligations relating to its revolving credit
facilities, term loan, fixed-rate senior notes and mortgages payable
with maturities ranging from 1 to 25 years. In addition, the Company has
capital and non-cancelable operating leases, principally for office space and
ground leases.

These obligations are summarized as follows for the subsequent five
years ending December 31 (in thousands):

Qperating Capital

Year Debt £ases Leases
2008 $ 389643 $ 5446 $ 35
2009 426,091 5179 315
2010 1,592,080 4697 316
20m 1,502,282 4,602 3i5
2012 1,064,800 4113 150
Thereafter 616,138 145,378 11,933
$ 5591,014 § 173,435 $ 13,543

In 2008, debt maturities are anticipated to be repaid through several
sources. The $256.9 miflion in mortgage loans is expected to be refinanced
or paid from operating cash flow and asset dispositions. Construction loans
of $32.7 million are anticipated to be refinanced or extended on similar
terms. The unsecured notes aggregating $100.0 million were repaid in
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January 2008 through borrowings on the Company's revolving credit facilities.
No assurance can be provided that the aforementioned obligations will be
refinanced or repaid as anticipated (see Liquidity and Capital Resources),

In 2009, the Company has mortgage and unsecured aobligations of
$151.3 million and $274.8 million, respectively, that are anticipated to be
refinanced or paid from operating cash flow, asset dispositions andfor
other unsecured debt or equity financings or refinanced or extended on
similar terms. These obligations generally have monthly payments of
principal andfor interest over the term of the obligation. The interest
payable over the term of the revolving. credit facilities and construction
loans is determined based on the amount outstanding. The Company
continually changes its asset base and borrowing base, so that the amount
of interest payable on the mortgages over their terms cannot be easily
determined and is therefore excluded from the table above.

At December 31, 2007, the Company had letters of credit outstanding
of approximately $76.3 million. The Company has not recorded any
obligation associated with these letters of credit. The majority of the
letters of credit are collateral for existing indebtedness and other
abligations of the Company.

In conjunetion with the development of shopping centers, the Company has
entered into commitments aggregating approximately $60.5 million with
general contractors for its wholly-owned properties at December 31, 2007,
These obligations, comprised principally of construction contracts, are
generally due in 12 to 18 months as the related construction costs are
incurred and are expected to be financed through operating cash flow
andfor new or existing construction loans or revolving credit facilities.

In connection with the transfer of one of the properties to DDR Macquarie
Fund LLC, the Company deferred the recognition of approximately
$2.6 million at December 31, 2007, of the gain on disposition of real estate
related to a shortfalt agreement guarantee maintained by the Company.
DDR Macquarie Fund LLC is obligated to fund any shortfall amount caused
by the failure of the landlord or tenant to pay taxes on the shepping center
when due and payable. The Company is obligated to pay any shortfall to
the extent that it is not caused by the failure of the landlord or tenant to
pay taxes on the shopping center when due and payable. No shortfall
payments have been made on this property since the completion of
construction in 1997.

The Company entered into master lease agreements from 2004 through
2007 in connection with the transfer of properties to certain joint ventures
that are recorded as a liability and reduction of its related gain. The
Company is responsible for the monthly base rent, alf operating and
maintenance expenses and certain tenant improvements and leasing
commissions for units not yet leased at closing for a three-year period.
At December 31, 2007, the Company's master {ease obligations, included in
accounts payable and other expenses, in the following amounts, were
incurred with the properties transferred to the following joint ventures
[in millions):

DDR Macquarie Fund LLC $ o
DOR Markaz Il 0.2
DDR MDT PS LLC 1.1
Dividend Capitai Total Realty Trust Joint Venture 1.0

$ 24
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Related to one of the Company's developments in Long Beach, California, the
Company guaranteed the payment of any special taxes levied an the property
within the City of Long Beach Community Facilities District No. 6 and
attributable to the payment of debt service on the bonds for periods prior
to the completion of certain improvements related to this project. In
additian, an affiliate of the Company has agreed to make an annual
payment of approximately $0.6 million to defray a portion of the operating
expenses of a parking garage through the earlier of October 2032 or the
date when the city’s parking garage bonds are repaid. There are no assets
hetd as collateral or liabilities recorded related to these obligations.

The Company has guaranteed certain special assessment and revenue
bonds issued by the Midtown Miami Community Development District. The
bond proceeds were used by the District to finance certain infrastructure
and parking facility improvements. As of December 31, 2007, the remaining
debt service obligation guaranteed by the Company was $11.7 million, In
the event of a debt service shortfall, the Company is responsible for satisfying
the shortfall. There are no assets held as collateral or liabilities recorded
related to these guarantees. To date, tax revenues have exceeded the debt
service payments for both the Series A and Series B bonds.

Related to the development of a shopping center in 5an Antanio, Texas,
the Company guaranteed the payment of certain road improvements
expected to be funded by the City of San Antonio, Texas, of approximately
$0.8 million. These road improvements were completed in 2008 and the
payment guarantee was released. There are no assets held as collateral or
liabilities recorded related to this guarantee.

The Company routinely enters into contracts for the maintenance of its
properties, which typically can be cancelled upon 30-60 days naotice
without penalty. At December 31, 2007, the Company had purchase order
obligations, typically payable within one year, aggregating approximately
$3.4 million related to the maintenance of its properties and general and
administrative expenses.

The Company has entered into employment contracts with certain
executive officers. These contracts provide for base pay, bonuses based on
the results of operations of the Company and personal performance,
option and restricted stock grants and reimbursement of various expenses
(health insurance, life insurance, automobile expenses, country club
expenses and financial planning expenses). The Chairman and Chief
Executive Officer's contract contains a two-year “evergreen” term and can
be terminated by giving notice one year prior to the commencement of a
new two-year term. The contracts for the other officers contain a
one-year “evergreen” term and are subject to cancellation without cause
upon 90 days notice.

The Company continually monitors its obligations and commitments.
There have been no other material items entered into by the Company
since December 31, 2003, through December 31, 2007, other than as
described above. See discussion of commitments relating to the Company's
joint ventures and other unconsolidaied arrangements in *Off Balance
Sheet Arrangements.”



Inflation

Substantially all of the Company's long-term leases contain provisions
designed to mitigate the adverse impact of inflation. Such provisions
include clauses enabling the Company to receive additional rental income
from escalation clauses that generally increase rental rates during the
terms of the leases andfor percentage rentals based on tenants' gross
sales. Such escalations are determined by negotiation, increases in the
consumer price index or similar inflation indices. In addition, many of the
Company's leases are for terms of less than ten years, permitting the
Company to seek increased rents upon renewal at market rates. Most of
the Company's leases require the tenants to pay their share of operating
expenses, including commeon area maintenance, real estate taxes,
insurance and utilities, thereby reducing the Company's exposure to
increases in costs and operating expenses resulting from inflation.

Economic Conditions

Historically, real estate has been subject to a wide range of cyclical
economic conditions that affect various real estate markets and geographic
regions with differing intensities and at different times. Different regions
of the United States have been experiencing varying degrees of economic
growth. Adverse changes in general or local economic conditions could
result in the inability of some tenants of the Company to meet their lease
obligations and could otherwise adversely affect the Company's ability to
attract or retain tenants. The Company's shopping centers are typically
anchored by two or more national tenants {Wal-Mart and Target), home
improvement stores (Home Depot or Lowe's Home Imprevement) and two
or more junior tenants (Bed Bath & Beyond, Kohl's, Circuit City, TJ. Maxx
or PetSmart), which generally offer day-to-day necessities, rather than
high-priced luxury items. In addition, the Company seeks to reduce its
operating and leasing risks through ownership of a portfolio of properties
with a diverse geographic and tenant base.

The retail shopping sector has been affected by the competitive nature
of the retail business and the competition for market share where stronger
retailers have out-positioned some of the weaker retailers. These shifts
have forced some market share away from weaker retailers and required
them, in some cases, to declare bankruptcy andfor close stores, Certain
retailers have announced store closings even though they have not filed
for bankruptcy protection. Notwithstanding any store closures, the
Company does not expect to have any significant losses associated with
these tenants. Overall, the Company's portfolio remains stable. While
negative news relating to troubled retail tenants tends to attract attention, the
vacancies created by unsuccessful tenants may also create opportunities
to increase rent.

Although certain individual tenants within the Company's portfolic
have filed for bankruptey protection, the Company believes that several of
its major tenants, including Wal-Mart, Home Depot, Kohl's, Target, Lowe's
Home Improvement, TJ. Maxx and Bed Bath & Beyond, are financially
secure retailers based upon their credit quality. This stability is further
evidenced by the tenants' relatively constant same store tenant sales
growth in the current economic enviranment. Recent headlines deseribe
the plight of subprime borrowers, the general troubles in the housing

market and the potential for such problems te impact consumer spending.
Historically, the Company's portfolio has performed consistently
throughout many economic cycles, including downward cycles. Broadiy
speaking, nationai retail sales have grown consistently since World War |l
including during several recessions and housing slowdowns, More
specifically, in the past the Company has not experienced significant
volatility in its long-term portfolio occupancy rate. The Company believes
that the quality of its shopping center portfalio is strong, as evidenced by
the high historical occupancy rates, which have ranged from 92% to 96%
since the Company's public offering in 1993. Also, average base rental
rates have increased from $5.48 to $12.24 since 1993. Moreover, the
Company has been able to achieve these results without significant
capital investment in tenant improvements or leasing commissions. While
tenants may come and go over time, shopping centers that are well-
located and actively managed are expected to perform well. The Company
is very conscious of, and sensitive to, the risks posed to the economy, but
is currently comfortable with the position of its portfolio and the general
diversity and credit quality of its tenant base.

Legal Matters

The Company and its subsidiaries are subject to various legal proceedings,
which, taken together, are not expected to have a material adverse effect
on the Company. The Company is also subject to a variety of legal actions
for personal injury or property damage arising in the ordinary course of its
business, most of which are covered by insurance. While the resolution of
all matters cannot be predicted with certainty, management believes that
the final outcome of such legal proceedings and claims will not have a
material adverse effect on the Company's liquidity, financial position or
results of operations.

New Accounting Standards

New Accounting Standards Implemented

Accounting for Uncertainty in Income Taxes — FIN 48

In June 2006, the FASB issued Financisl Interpretation No. 48, "Accounting for
Uncertainty in Income Taxes™ {“FIN 48"), which clarifies the accounting
for uncertainty in income taxes recognized in a company's financial
statements in accordance with FASB Statement No. 109, "Accounting for
Income Taxes." The interpretation prescribes a recognition threshold and
measurement attribute criteria for the financial statement recognition
and measurement of a tax position taken or expected to be taken in a tax
return. The interpretation also provides guidance on de-recognition,
classification, interest and penalties, accounting in interim periods,
disclosure and transition.

The Company adopted the provisions of FIN 48 on January 1, 2007, The
Company does not have any material unrecognized tax benefits; therefore
the adoption of FIN 48 did not have a material impact on the Company's
financial position or results of operations.
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The Company's policy is to recognize estimated interest and penalties
related to unrecognized tax benefits as other income tax expense.
The Company believes that it has appropriate support for the income tax
positions taken and to be taken on its tax returns and that its accruals for
tax liabitities are adequate for all open years (after 2003 for federal and
state) based on an assessment of many factors, including past experience
and interpretations of tax laws applied to the facts of each matter,

New Accounting Standards to Be Implemented

Fair Value Measurements - SFAS 157

In September 2008, the FASB issued Statement No, 157, "Fair Value
Measurements” [*SFAS No. 1577). SFAS No, 157 provides guidance for
using fair value to measure assets and liabilities. This statement clarifies
the principle that fair value should be based on the assumptions that
market participants would use when pricing the asset or liability. SFAS
No. 157 establishes a fair value hierarchy, giving the highest priority to
quoted prices in active markets and the lowest priority to unobservable
data. SFAS No. 157 applies whenever other standards require assets or
liabilities to be measured at fair value. SFAS No. 157 also provides for
certain disclosure requirements, including, but not limited to, the
valuation techniques used to measure fair value and a discussion of
changes in valuation techniqgues, if any, during the peried. This statement
is effective in fiscal years beginning after November 15, 2007, except for
nonfinancial assets and nonfinancial liabilities that are not recognized or
disclosed at fair value on a recurring basis, for which the effective date
is fiscal years beginning after November 15, 2008. The Company is
currently evaluating the impact that this statement will have an its
financial statements.

The Fair Value Option for Financial Assets and Financial Liabilities Inciuding
an Amendment of FASB Siatement No, 116 - SFAS 159

In February 2007, the FASB issued Statement No. 159, “The Fair Value
Option for Financial Assets and Financial Liabilities” (*SFAS No. 153",
which gives entities the option to measure eligible financial assets,
financial liabilities and firm commitments at fair value on an instrument-
by-instrument basis, that are otherwise not permitted to be accounted for
at fair value under other accounting standards. The election to use the fair
value option is available when an entity first recognizes a financial asset
or financial liability or upon entering into a firm commitment. Subsequent
changes {i.e., unrealized gains and losses) in fair value must be recorded in
earnings. Additionally, SFAS No. 159 allows for a one-time election for
existing positions upon adoption, with the transition adjustment recorded
to beginning retained earnings. This statement is effective for fiscal years
beginning after November 15, 2007. The Company does not believe the
impact of this statement will have a material effect on its financial
position and results of operations.

Business Combinations — FAS 141(R)

In December 2007, the FASB issued Statement No. 141 (revised 2007),
“Business Combinations™ (*SFAS No. 141 (R)"). The objective of this
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statement is to improve the relevance, representative faithfulness, and
comparability of the information that a reporting entity provides in its
financial reports about a business combination and its effects. To
accomplish that, this statement establishes principles and requirements
for how the acquirer: i} recognizes and measures in its financial
statements, the identifiable assets acquired, the liabilities assumed, and
any non-controlling interest to the acquiree, {ii) recognizes and measures
the goodwill acguired in the business combination or a gain from a
bargain purchase and {iii) determines what information to disclose to
enable users of the financial statements to evaluate the nature and
financial effects of the business combination. This statement applies
prospectively to business combinations for which the acquisition date is
on or after the first annual reporting period beginning on or after
December 15, 2008. An entity may not apply it before that date. The Com-
pany is currently assessing the impact the adoption of SFAS No, 141 (R)
would have on the Company's financial position and results of operations.

Non-controlling Interests in Consolidated Financial Statements -
an Amendment of ARB No. 51 - FAS 160

In December 2007, the FASB issued Statement No. 160, Non-Controlling
Interest in Consolidated Financial Statements an Amendment of ARB No
51 {"SFAS No. 1607). A non-controlling interest, sometimes called
minority interest, is the portion of equity in a subsidiary not attributable,
directly or indirectly, to a parent. The objective of this statement is to
improve the relevance, comparability, and transparency of the financial
information that a reporting entity provides in its consolidated financial
statements by establishing accounting and reporting standards that
require: (i] the ownership interest in subsidiaries held by other parties
other than the parent be clearly identified, labeled, and presented in the
consolidated statement of financial position within equity, but separate
from the parent's equity, (i) the amount of consclidated net income
attributable to the parent and to the non-controlling interest be clearly
identified and presented on the face of the consolidated statement of
operations, (ii) changes in a parent's ownership interest while the parent
retains its controlling financial interest in its subsidiary be accounted for
consistently and requires that they be accounted for similarly, as equity
transactions, (iv) when a subsidiary is deconsolidated, any retained
non-controlling equity investment in the former subsidiary be initially
measured at fair value, the gain or loss on the deconsolidation of the
subsidiary is measured using fair value of any non-controlling equity
investments rather than the carrying amount of that retained investment
and (v) entities provide sufficient disclasures that clearly identify and
distinguish between the interest of the parent and the interest of the
nan-controlling owners. This statement is effective for fiscal years, and
interim reporting periods within those fiscal years, beginning on or after
December 15, 2008. Earlier adoption is prohibited. The Company is
currently assessing the impact the adoption of SFAS No. 160 would have
on the Company's financial position and results of operations.

Accounting for Convertible Debt Instruments

In August 2007, the FASB staff issued a proposed FASB Staff Position
("FSP") (APB 14-A} that would require the liability and equity components




of convertible debt instrument that may be settled in cash upon conversion (including partial cash settlement) to be separately accounted for in a manner

that reflects the issuer's nonconveriible debt borrowing rate. The proposed FSP would require that the initial debt proceeds from the sale of the

company's convertible and exchangeable senior unsecured notes be allocated between a liability component and an equity component. The resuiting

debt discount would be amortized aver the period the debt is expected to be outstanding as additional interest expense. The guidance in the proposed

FSP is expected to be applied retrospectively to gl periods presented and could result in additional annual interest expense recogrized by the Company

if finatized and adopted, as currently proposed. At the time of this filing, a final FSP had not been issued.

Quantitative and Qualitative Disclosures About Market Risk

The Company's primary market risk exposure is interest rate risk. The Company's debt, excluding joint venture debt, is summarized as follows:

December 31, 2007
Weighted

December 31, 2006

Weighted Weighted Weighted
Average Average Percentage Average Average
Amount  Maturity Interest of Amount Maturity Interest Percenta?e
[(miltions)  (years) Rate Total [millions) {years} Rate of Tota
Fixed-Rate Debt™ $ 4,533.1 3.9 5.1% 81.1% $3,799.0 48 5.6% £9.4%
Variable-Rate Debt™ $ 1,057.9 4.1 5.3% 18.9% $ 449.8 1.9 6.200 10.6%

W Adjusted to reflect the $600 million and $500 millian of variable-rate debt that LIBOR was swapped to a fixed-rate of 5.09 at December 31, 2007 and 2006, and $60 million of fixed-rate debt that was swapped (o 4 variable rate

of 5.2% at December 31, 2006

The Company's unconsolidated joint ventures' fixed-rate indebtedness, inciuding $557.3 million of variable-rate LIBOR that was swapped to a weighted
average fixed rate of approximately 5.3%, at December 31, 2007 and 2008, is summarized as follows:

December 31, 2007

Weighted Weighted

December 31, 2006

Joint Joint Weighted Weighted

Venture Companys  Average Average Venture Company's Average  Average

Debt Proportionate Maturity Interest Debt Proportionate  Maturity  Interest
{millions) Share (years) Rate [millions) Share (years) Rate

Fixed-Rate Debt $ 45164  $860.5 5.9 5.3% $1,7450 $393.3 44 5.1%
Variable-Rate Debt $1,035.4 $§173.6 1.5 5.5% $ 7501 $132.3 1.4 6,50

The Company intends to utilize variable-rate indebtedness available
under its revolving credit facilities and construction loans to initially fund
future acquisitions, developments and expansions of shopping centers,
Thus, to the extent the Company incurs additional variable-rate
indebtedness, its exposure to increases in interest rates in an inflationary
period would increase. The Company does not believe, however, that
increases in interest expense as a result of inflation will significantly
impact the Company's distributable cash flow.

The interest rate risk on the Company's and its unconsolidated joint ventures’
variable-rate debt described above has been mitigated through the use of
interest rate swap agreements [the "Swaps”] with major financiat institutions.
At December 31, 2007 and 2008, the interest rate on the Company's
$600 million and $500 million consolidated floating rate debt was swapped
to fixed rates. At December 31, 2007 and 2006, the interest rate on the Company's
$557.3 million of joint venture floating rate debt (of which $80.8 million is
the Company's proportionate share] was swapped to fixed rates. The Company
is exposed to credit risk in the event of non-performance by the counter-parties
to the Swaps. The Company believes it mitigates its credit risk by
entering into Swaps with major financial institutions.

At December 31, 2006, the Company had a variable-rate interest rate swap
that carried a notional amount of $60 million, a fair value that represented an asset
of $0.1 million and converted fixed-rate debt to a variable rate of 7.2%.

In February 2007, a consolidated affiliate of the Company entered into
approximately $600.0 million of forward starting interest rate swaps.
These swaps were designated to hedge the forecasted issuance of

fixed-rate morigage debt. The treasury locks were terminated in
connection with the formation and financing of DDR Domestic Retail
Fund | in April 2007 when the rate was locked on debt that closed in June.

In November 2007, the Company entered into a treasury lock with a
notional amount of $100 million. The treasury lock was executed to hedge
the benchmark interest rate associated with forecasted interest payments
associated with the anticipated issuance of fixed-rate borrowings, with a
maximum term of five years. The treasury lock was designated and
qualified as a cash flow hedge at December 31, 2007. The treasury lock had
a negative fair value of $2.3 million at December 31, 2007, and is included
within other liabilities in the consolidated balance sheet. All components
of the treasuty lock's loss were included inthe assessment of hedge
effectiveness, and the amount of hedge ineffectiveness recorded for the
year ended December 31, 2007, was not material. Upon commencement of
the forecasted interest payments, which are expected to occur in the first
guarter of 2008, the Company will reclassify its gain or loss on the effective
portion of the treasury lock from accumulated other comprehensive
income inte earnings, based on the effective-yield method. The treasury
lock has a strike price of 3.9%. The contract was unwound in February 2008,
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The Company's unconsolidated joint ventures have various interest rate swaps, which had an aggregate fair value that represented a net liability of
$20.5 and $5.0 million, of which $3.0 million and $0.7 million were the Company’s proportionate share at December 31, 2007 and 20086, respectively.
At December 31, 2007 and 2006, these swaps carry notional amounts and effectively converted variable-rate LIBOR to fixed rates as follows:

D:c:mb:r 31 2001 and 2006

Nutloaal Amuunt Fixed- Rate
$ 700 5.79%

$ 750 4.90%

$ 750 5.22%
100.0 5.47%
157.3 5.25%
80.0 5.09%

One of the Company's joint ventures, DDR Macquarie Fund LLC, entered into fixed-rate interest swaps that carry notional amounts of
$79.1 million, of which the Company's proportionate share was $11.5 million at December 31, 2007 and 2006. These swaps converted variable-rate
LIBOR to a weighted average fixed rate of 4.6%. As the joint venture has not elected hedge accounting for this derivative, it is marked to market with
the adjustments flowing through its income statement. The fair value adjustment at December 31, 2007 and 2006 was not significant. The fair value of
the swaps referred to above was calculated based upon expected changes in future benchmark interest rates.

The fair value of the Company's fixed-rate debt adjusted to: (i) include the $800 million and $500 million that was swapped to a fixed rate at
December 31, 2007 and 2008, respectively; (i} exclude the $60 million that was swapped to a variable rate at December 31, 2006; (iii) include the
Company's proportionate share of the joint venture fixed-rate debt and (iv) include the Company's proportionate share of $80.8 million that was swapped
to a fixed rate at December 31, 2007 and 20086, and an estimate of the effect of a 100 point decrease in market interest rates, is summarized as follows:

_December 31, 2007 December 31, 2006
100 Basis Pomt 100 Basis Point
Decrease in i ) Decrease in
Carrying Fair Market Carrying Fair Market
Valuc Valuc Interest Rates Value Value interest Rates
{millions) {millions) (millions) [millions} [miltions) [milligns)
Company's fixed-rate debt $ 4,5331 $4421.0m  § 4,525.09 $3,793.0 $3817.m $ 3.946.0¢
Company's proportionate share of joint
venture fixed-rate debt $ 8605 § 880%™ $ 927.0w $ 3933 $ 3N $ 4094

™ includes the fair value of interest rate swaps, which was a liabiity of $17.3 milion and $1.1 miflion at Cecember 31, 2007 and 2008, respectively:
o Inchycies the fair value of interest rate swaps. which was a liability of $320 miltion and $15.4 million at December 31, 2007 and 2005, respectively.
e b s e o ey o 1 £ o s 3 00 L4108 e

The sensitivity to changes in interest rates of the Company's fixed-rate debt was determined utilizing a vafuation model based upon factors that
measure the net present value of such obligations that arise from the hypothetical estimate as discussed above,

Further, a 100 basis point increase in short-term market interest rates at December 31, 2007 and 2006, would result in an increase in interest expense
of approximately $10.6 million and $4.5 million, respectively, for the Company and $1.7 mitlion and $1.3 million, respectively, representing the Company's
proportionate share of the joint ventures’ interest expense relating to variable-rate debt outstanding, for the twelve-month periods. The estimated
increase in interest expense for the year does not give effect to possible changes in the daily balance for the Company's or joint
ventures’ outstanding variable-rate debt.

The Company also has made advances to several partnerships or other entities in the form of notes receivable that accrue interest at rates
ranging from 10.5% to ¥2.0%. Maturity dates range from payment on demand to February 2008. The following table summarizes the aggregate notes
receivable, the percentage at fixed rates with the remainder at variable rates and the effect of a 100 basis point decrease in market
interest rates (in millions). The estimated increase in interest income does not give effect to possible changes in the daily outstanding balance of the
vartable-rate loan receivables.

December 31,

2007 2006
Total notes receivable $16.9 $ 284
O Fixed-rate loans 29.4% 55.8%
Fair value of fixed-rate loans $ 50 $ 165
Impact on fair value of 100 basis point decrease
in market interest rates $ 5.0 $ 17.2

The Company and its joint ventures intend to continually monitor and actively manage interest costs on their variable-rate debt portfolio and may enter
into swap positions based on market fluctuations. In addition, the Company believes that it has the ability to obtain funds through additional equity and/or
debt offerings, including the issuance of medium term notes and joint venture capital. Accordingly, the cost of obtaining such protection agreements in
relation to the Company’s access to capital markets will continue to be evaluated. The Company has not, and does not plan to, enter into any derivative
financial instruments for trading or speculative purposes. As of December 31, 2007, the Company had no other material exposure to market risk,

49




CONSOLIDATED BALANCE SHEETS

{In thousands, except share amounts}

December 31,
2007 2008
Assets
Land $ 2,142,942 $ 1,768,702
Buildings 5,933,890 5,023,665
Fixtures and tenant improvements 237,17 196,275
8,313,949 6,988,642
Less: Accumulated depreciation (1,024,048) (861,266)
7,289,901 6,127,376
Construction in progress and land under develcpment 664,926 453,493
Real estate held for sale 5,796 5,324

Real estate, net 7,860,623 6,586,193
Investments in and advances to joint ventures 638,111 291,685
Cash and cash equivalents 49,547 28,378
Restricted cash 58,958 -
Accounts receivable, net 199,354 152,161
Notes receivable 18,557 18,161
Deferred charges, net 31,172 23,708
Other assets 133,494 79,467

$ 9,089,816 $ 7,179,753
Liabilities and Shareholders” Equity
Unsecured indebtedness:
Senior notes $ 2,622,219 $ 2,218,020
Revalving ceedit facility 709,459 297,500
3,331,678 2,515,520
Secured indebtedness:
Term debt 800,000 400,000
Mortgage and other secured indebtedness 1,459,336 1,333,292
2,259,336 1,733,292
Total indebtedness 5,591,014 4,248,812
Accounts payable and accrued expenses 141,629 134,781
Dividends payable 85.85] 1,269
Other liabilities 143,616 106,775
5.962,110 4,561,637
Minority #quity interests 1M,767 104,596
Operating partnership minority interests 17,114 17,337
6,090,991 4,683,570
Commitments and contingencies (Note 12)
Shareholders' equity:
Preferred shares (Note 13) 555,000 705,000
Common shares, without par value, $.10 stated value; 300,000,000 shares authorized;

126,793,684 and 109,739,262 shares issued at December 31, 2007 and 2008, respectively 12,679 10,974
Paid-in-capital 3,029,176 1,959,629
Accumulated distributions in excess of net income (260,018) (159,615)
Deferred compensation cbligation 22,862 12,386
Accumutated other comprehensive income 8,965 7829

Less: Common shares in treasury at cost: 7,345,304 and 752,975 shares at December 31, 2007

and 20086, respectively {369,839) [40,020]
2,998,825 2,496,183
$ 9,085,816 $ 7,179,753

The accompanying notes ane an integral part of these consolddated fnincal statements.
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CONSOLIDATED STATEMENTS OF OPERATIONS

{In thousands, except per share amounts)

For the year ended December 31,

2007 2006 2005
Revenues from operations:

Minimum rents $ 644,285 $ 530,510 $ 474,524

Percentage and overage rents 10,694 10,794 5,404

Recoveries from tenants 205,664 169,313 148,644

Ancitlary and other property income 19,642 19,556 14,216

Management fees, development fees and other fee income 50,840 30,294 22,859

Other 13,725 14 857 8,462

944,851 775324 678,109
Rental operation expenses:

Operating and maintenance 133,334 107,208 91,916

Real estate taxes 108,977 89,895 79,344

General and administrative 81,244 60,679 54,048

Depreciation and amortization 219,11 182,007 153,605

542,656 439,789 378,913
402,195 335,535 299,196
Other income {expense):

Interest income 8,808 9,053 10,004

interest expense (261,318) {208,512) (170,587

Dther expense, net (3,019) {448 (2,532)

[255,529) {193,905) (163,115}
Income before equity in ret income of joint ventures, minority interests, tax benefit (expensel of taxable .

RENT subsidiaries and franchise taxes, discontinued operations and gain on disposition of real estate 146,666 135,630 136,081
Equity in net income of joint ventures 43,229 30,337 34,873
Income before minority interests, tax benefit (expense] of taxable REIT subsidiaries and franchise taxes, discontinued

operations and gain on disposition of real estate 189,895 165,967 170,954
Minority equity interests:

Minority equity interests {5,818) (6,327} [4,965)

Preferred operating partnership minority interests (9.690) - -

Operating partnership minarity interests (2,275) [2,116) {2,918)

(17,783) [8,453) {7.881)

Tax benefit {expense} of taxable REIT subsidiaries and franchise taxes 14,642 2,497 (276)

Income from continuing aperations 186,754 160,011 162,797
Discontinued operations:

Income from discontinued operations 8,183 10,179 15,039

Gain on disposition of real estate, net of tax 12,259 11,051 16,667

20,442 21,230 31,706

Income befare gain on disposition of real estate 207,196 181,241 194,503

Gain on disposition of real estate 68,851 72,023 88,140

Net income $ 276,047 $ 253,264 $ 282,643

Preferred dividends 50,934 55,169 55,169

Net income applicable to common sharehatders $ 22513 $ 198,095 $ 227,474
Per share data;

Basic earnings per share data:

tncome from continuing operations $ 169 $ 163 $ B

Income from discontinued operations 0.17 013 029

Net income applicable to common shareholders $ 1.86 $ 182 $ 20
Diluted earnings per share data:

Income from continuing operations $ 1.68 $ 182 $ 171

Income from discontinued operations 0.17 0.19 0.29

Net income applicable to common shareholders $ 1.85 FRE:] $ 208
Dividends declared per common share $ 2.64 $ 236 $ 218

The accompanying notes are an integral part of thest eonsoheated financia! statements.




CONSOLIDATED STATEMENTS OF SHAREHOLDERS® EQUITY

{In thousands, except per share amounts)

Accumulated Accumulated Unearned
Distributsons ~ Deferred Qther Compensation-  Treasury
Preferred Commen  Paid-in- in Excess of Compensation Comprehensive  Restricted Stack
Shares Shares Capitat Net Income Obﬂgalion Income/(Loss) Stock at Cost Total

Balance, December 31, 2004 $ 705,000 $ 10852 $ 1933433 § (92200) $ 10,265 $ 326 $ (54150 $ [7B52) § 2554219
lssuance of 425,985 common shares for cash

related to exercise of stock options, dividend

reinvestment plan and performance unit plan - 43 10,857 - - - (6,740) 6,206 10,366
Issuance of 88,360 common shares related

10 restricted stock plan - - 2,306 - - - (2,905) 1,646 1,047
Vesting of restricted stock - - (7,351} - 1,351 - 1916 - 1,918
Dividends ceclared - common shares - - - (234940 - - - - (234,340)
Dividends dectared - preferred shares - - - (55,169) - - - - (55,169)
Comprehensive income (Note 15):
Net income - - - 282,643 - - - - 282,643
Other comprehensive income:
Change in fair value of interest rate contracts - - - - - 10,619 - - 10,619
Amortizaticn of interest rate contracts - - - - - {520) - - (520)
Comprehensive income - - - 282,643 - 10,059 - - 292,742
Balance, December 31, 2005 705,000 10,895 1,945,245 [99,756) 11,616 10,425 {13.144) - 2,570,281
Issuance of 726,574 common shares for cash

related to exercise of siock options, dividend

reinvestment plan and director compensation - 8 {1,819 - - - - 10,028 8237
Redemption of operating partnership units

in exchange for commen shares - 45 223N - - - - - 22,416
Repurchase of 909,000 comman shares - - - - - - - {48,313) {48,313}
Issuance of 64,940 common shares related to

restricted stock plan - 6 653 - - - - (15Q) 509
Vesting of restricted stock - - 1,628 - 770 - - [1.585) 813
Purchased option arrangement cn commaon shares - - (10,337) - - - - - (10,337}
Adoption of SFAS 123(R) - - (1,558) - - - 13,144 - 11,586
Stock-based compensation - - 3,446 - - - - - 3,446
Dividends declared - common shares - - - [257.954) - - - - (257,954}
Dividends declared - preferred shases - - - (55,169) - - - - (55,169}
Comprehensive income (Note 15):
Net income - - - 253,264 - - - - 253,264
Other comprehensive income:
Change in fair vatue of interest rate contracts - - - - - (2,729) - - (2,729)
Amortization of interest rate contracts - - - - - (1,454) - - (1,454)
Foreign currency translation - - - - - 1,587 - - 1,587
Comprehensive income - - - 253264 - {2,596) - - 250,668
Balance, December 31, 2006 705,000 10,974 1,959,629 {159,615) 12,386 7,829 - [40,020) 2,496,183
Issuance of 69,964 common shares related to

the exercise of stack options, dividend

reinvestment plan, performance plan and

director compensation - - (28,326) - 3,739 - - 33.059 8,472
Issuance of 11,599,134 common shares for

cash-underwritten offering ’ - 1,160 745,485 - - - - - 746,645
Issuance of 5,385,324 common shares associated

with the IRRETI merger - 539 378,580 - - - - 15,041 394,160
Repurchase of common shares - - - - - - - (378,942) (378,942)
{ssuance of restricted stock - 6 (674) - 487 - - 1,459 1,278
Vesting of restricted stock - - (3.567) - 6,250 - - {4386) 2,247
Purchased option arrangement on comtnon shares - - (32.580) - - - - - (32,580)
Redemption of preferred shares (150,000) - 5,405 (5,405) - - - - [150,000)
Stock-based compensation - - 5,224 - - - - - 5,224
Dividends declared ~ common shares - - - (324,907) - - - = (324,907
Dividends declared - preferred shares - - - (46,138) - - - - (46,138)
Comprehensive income (Note 15):
Net income - - - 276,047 - - - - 276,047
Other comprehensive income:
Change in fair value of interest rate contracts - - - - - (20,126) - - {20,126)
Amartization of interest rate contracts - - - - - (1,454) - - (1.454)
Foreign currency translation - - - - - 22,716 - - 22,16
Comprehensive income - - - 276,047 - 1,136 - - 277,183
Balance, December 31, 2007 $555,000 $12,679 $3,029,176 $(260,018) $22,862 $8,965 $ - $(369,839) $2,998,825

The accompanying notes are an integral part of these consolidated financial statements,

52




CONSOQLIDATED STATEMENTS OF CASH FLOWS

{In thousands}

For the year ended December 31,

2007

2006 2005
Cash flow operatingactivities:
Net income $ 276,047 $ 253,264 $ 282,643
Adjustments to reconcile net income to net cash flow provided by operating activities:
Depreciation and amortization 224,375 193,527 170,701
Stock-based compensation 5,224 3,446 -
Amortization of deferred finance costs and settled interest rate protection agreements 9,750 7,756 7,433
Net cash received from interesi rate hedging contracts - - 10,645
Ineffective portion of derivative financing investments - 1,157 -
Equity in net income of joint ventures (43,229) (30,337} (34,873}
Cash distributions from joint ventures 33,362 23,304 39,477
Qperating partnership minority interest expense 2,275 2,16 296
Prefersed operating partnership minerity interest expense 9,690 - -
Gain on disposition of real estate and impairment charge, net (81,110) (83,074 (104,165)
Met change in accounts receivable (47,959) {38,013} (32,207}
Net change in accounts payable and accrued expenses (11,955) 9,875 1,146
Net change in other operating assets and liabilities 38,186 (23290 1,707
Total adjustments 138,569 87,428 72,780
Net cash flow provided by operating activities 414,616 340,692 355,423
Cash flow from investing activities:
Real estate developed or acquired, net of liabilities assumed (2,789,132) (454,357) (863,795}
Equity contributions to joint ventures (247,882) (206,6435) (28,244}
Repayment from (advances to) joint ventures, net 1,913 622 (83,476}
Proceeds resulting from contribution of properties to joint ventures and repayments of advances from affiliates 1,274,679 298,059 344,292
Proceeds from sale and refinancing of joint venture interests 43,041 - -
Return of investments in joint ventures 20,462 50,862 87,349
Repayment (issuance) of notes receivable, net 1.014 6,834 7.172)
Proceeds from disposition of real estate 606,547 101,578 211,603
Restricted cash (58,958) - -
Net cash flow used for investing activities (1,148,316) {203,047) {339,443)
Cash flow from financing activities:
Proceeds from revolving credit facilities, net 412,436 147,500 96,000
Proceeds from term loan borrowings 1,150,000 - 70,000
Repayment of term loans (750,000) {20,000 -
Proceeds from mortgage and other secured debt 134,300 11,093 158,218
Principle payments on mertgage debt {401,697) (153,732) {809,396)
Repayment of senior notes (197,000} - (1,000}
Proceeds from issuance of convertible seniar nates, net of underwriting commissions and offering expenses
of $267 and $550 in 2007 and 2006, respectively ’ 587,733 244,450 -
Proceeds from issuance of medium term notes, net of underwriting commissions and $1,390 of offering
expenses paid in 2005 - - 741139
Payment of deferred finance costs {bank borrowings) (5,317) {4,047 (6,994
Redemption of preferred shares (150,000} - -
Proceeds from issuance of commaon shares, net of underwriting cammissions and offering
expenses paid of $208 in 2007 746,645 - -
Payment of underwriting commisstons for forward-equity contracts (32,580) (4.000) -
Purchased option arrangement for commeon shares - {10,337) -
Proceeds from the issuance of common shares in conjunction with exercise of stock options, 403(%) plan
and dividend reinvestment plan 11,998 9,560 12,139
Proceeds from issuance of preferred operating partrership interest, net of expenses 484,204 - -
Redemption of preferred operating partnership interest (484,204) - -
Return of investment — minority interest shareholder {a,261) - -
Purchase of operating partnership minority interests (683) [2,097) -
Distributions to preferred and operating partnership minority interests (11,907} {2,347) [2,902)
Repurchase of common shares (378,942) {48,313) -
Net cash received from foreign currency hedge contract 1,250 - -
Dividends paid (356,464) (307,652 (286,400)
Net cash provided by [used for) financing activities 755,491 (139,922) (35,196)
Cash and cash equivalents
Increase [decrease] in cash and cash equivalents 21,791 (2,277} (19,216
Effect of exchange rate changes on cash and cash equivatents (622) - -
Cash and cash equivalents, beginning of year 28,378 30.655 49,871
Cash and cash equivalents, end of year $ 49,547 $ 28378 $ 30,655

The acCOMpamying notes are an integral pant of thesz consolidated financial statements,
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NOTES TO CONSOLIDATED
FINANCIAL STATEMENTS

1. Summary of Significant Accounting Policies

Nature of Business

Developers Diversified Realty Corporation and its subsidiaries {the "Company”
or “DDR") are primarily engaged in the business of acquiring, expanding,
owning, developing, managing and operating shopping centers and
enclosed malls. The Company's shopping centers are typically anchored by
two or more national tenant anchors (Wal-Mart and Target), home
improvement stores (Home Depot or Lowe’s Home Improvement) and two
or more junior tenants (Bed Bath & Beyond, Kohl's, Circuit City, TJ. Maxx
or PetSmart). At December 31, 2007, the Company owned or had interests
in 710 shopping centers in 45 states plus Puerto Rico and Brazil and seven
business centers in five states, The Company has an interest in 317 of
these shopping centers through equity method investments. The Company
also has assets under development in Canada and Russia. The tenant base
primarily includes national and regional retail chains and focal retailers.
Consequently, the Company’s credit risk is concentrated in the retail
industry.

On February 22, 2007, Inland Retail Real Estate Trust, Inc. (“IRRETI}
shareholders approved a merger with a subsidiary of the Company pursuant
to a merger agreement among IRRETI, the Company and the subsidiary.
Pursuant to the merger, the Company acquired all of the outstanding shares
of IRRETI for a total merger consideration of $14.00 per share, of which
$12.50 per share was funded in cash and $1.50 per share was paid in the
form of DDR common shares. As a result, on February 27, 2007, the Company
issued 5.7 million DDR common shares to the IRRETI sharcholders with an
aggregate value of approximately $394.2 million (Note 4).

Consolidated revenues derived from the Company's largest tenant,
Wal-Mart, aggregated 4.3%, 4.7% and 5.1% of total revenues for the
years ended December 31, 2007, 2006 and 2005, respectively. The total
percentage of Company-owned gross leasable area (*GLA" all references
are unaudited) attributed to Wal-Mart was 8.5% at December 31, 2007.
The Company's ten largest tenants constituted 18.5%, 17.7% and 20.0% of
total revenues for the years ended December 31, 2007, 2006 and 2005,
respectively, including revenues reported within discontinued operations.
Managemeni believes the Company's porifolio is diversified in terms of
the focation of its shopping centers and its tenant profile. Adverse
changes in general or local economic conditions could result in the inability
of some existing tenants to meet their lease obligations and could
adversely affect the Company's ability to attract or retain tenants. During
the three years ended December 31, 2007, 2006 and 2005, certain national
and regional retailers experienced financial difficulties, and several filed
for protection under bankruptcy laws. The Company does not believe that
these bankrupicies will have a material impact on the Company's financial
position, results of operations or cash flows.

Principles of Consolidation

The Company consolidates certain entities if it is deemed to be the
primary beneficiary in a variable interest entity ("VIE"), as defined in Financial
Interpretation {"FIN"} No. 46(R), “Consolidation of Variable Interest
Entities” ("FIN 46"). For those entities that are not VIEs, the Company also
consolidates entities in which it has financial and operating control. All
significant inter-company balances and transactions have been eliminated
in consolidation. Investments in real estate joint ventures and companies
in which the Company has the ability to exercise significant influence, but
does not have financial or operating control, are accounted for using the
equity method of accounting. Accordingly, the Company's share of the
earnings (or loss) of these unconsolidated joint ventures and companies is
inciuded in consolidated net income.

The Company entered into a joint venture with Macquarie DDR
Trust (“MDT"), an Australian Based Listed Property Trust sponsored by
Macquarie Bank Limited (ASX: MBL}, an international investment bank,
advisor and manager of specialized real estate funds, focusing an acquiring
ownership interests in institutional-quality community center properties
in the United States ("DDR Macquarie Fund LLC").

DDR Macquarie Fund LLC is a VIE in which the Company has an approximate
12% economic interest. The Company was not determined to be the
primary beneficiary. The Company earns asset management and performance
fees from the unconsolidated joint venture that serves as the manager
of DDR Macquarie Fund LLC ["MDT Manager®). The Company has a 50%
ownership interest in MDT Manager and serves as the managing member,
accounts for this entity under the equity method of accounting. DDR
Macquarie Fund LLC has total real estate assets of approximately $1.8 billion
and total non-recourse mortgage debt of approximately $1.1 billion at
December 31, 2007 and 2006, The Company’s maximum exposure o loss
associated with this joint venture is primarily limited to the Company's
aggregate capital investment, which was approximately $55.1 million at
December 31, 2007. The financial infermation of DOR Macquarie Fund LLC
are included as part of the combined unconsolidated joint ventures financial
information in Note 2.

In 2005, the Company formed a joint venture {the “Mervyns Joint
Venture") with MDT, that acquired the underlying real estate of 36 operating
Mervyns stores. The Company holds a 50% economic interest in the
Mervyns foint Venture, which is considered a VIE, and the Company was
determined to be the primary beneficiary. The Company earns property
management, acquisition and financing fees from this VIE, which are
eliminated in consolidation. The VIE has total real estate assets and total
non-recourse mortgage debt of approximately $405.8 million and $258.5
million at December 31, 2007 and 2008, and is consolidated in the results
of the Company.




Statement of Cash Flows and Supplemental Disclosure of Non-Cash Investing and Financing Information

Non-cash investing and financing activities are summarized as follows (in millions):

For the year ended December 31,

2007 2006 2005

Contribution of net assets of previously unconsolidated joint ventures s - $ 29 $ 138
Consolidation of the net assets (excluding mortgages as disclosed below)

of previously unconsalidated joint ventures 14.4 368.9 -
Mortgages assumed, shopping center acquisitions and consolidation of previously unconsolidated joint ventures 446.5 1329 661.5
Liabilities assumed with the acquisition of shopping centers 325 - -
Consolidation of net assets from adaption of EITF 04-05 - 430 -
Mertgages assumed, adoption of EITF 04-05 - 17.1 -
Divigends declared, not paid 85.9 n3 65.8
Fair value of inierest rate swaps 20.1 11 0.3
Deferred payment of swaption - 28 -
Share issuance for operating partnership unit redemption - 14.9 -

The transactions above did not provide or use cash in the years
presented and, accordingly, are not reflected in the consolidated statements
of cash flows.

Real Estate

Real estate assets held for investment are stated at cost less accumulated
depreciation, which, in the opinion of management, is not in excess of the
individual property’s estimated undiscounted future cash flows, including
estimated proceeds from disposition.

Depreciation and amortization are provided on a straight-line basis over
the estimated useful lives of the assets as follows:

Buildings
Fixtures and tenant improvements

Useful lives, ranging fram 30 to 40 years
Useful lives, which approximate lease terms,
where applicable

Expenditures for maintenance and repairs are charged to operations as
incurred. Significant renovations that improve or extend the life of the
asset are capitalized. Included in land at December 31, 2007, was
undeveloped real estate, generally outlots ar expansion pads adjacent to
shopping centers owned oy the Company (excluding shopping centers
owned through unconsolidated joint ventures), and excess land of
approximately 998 acres.

Construction in progress includes shopping center developments and
significant expansions and redevelopments, The Company capitalizes
interest on funds used for the construction, expansion or redevetopment of
shopping centers, including funds invested in or advanced to unconsolidated
joint ventures with qualifying development activities, Capitalization of
interest ceases when construction activities are substantially completed
and the property is available for occupancy by tenants. In addition, the
Company capitalized certain direct and incremental internal construction
and software development and implementation costs of $12.8 million,
$10.0 million and $6.2 million in 2007, 2006 and 2005, respectively.

Purchase Price Accounting

Upon acguisition of properties, the Company estimates the fair value of
acquired tangible assets, consisting of land, building and improvements,
and, if determined to be material, identifies intangible assets generally
consisting of the fair value of (i} above- and below-market leases, (ii)
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in-place leases and {iii) tenant relationships. The Company zllocates the
purchase price to assets acquired and liabilities assumed based on their
relative fair values at the date of acquisition pursuant to the provisions of
Statement of Financial Accounting Standards ("SFAS®) No. 141, “Business
Combinations.” In estimating the fair value of the tangible and intangible
assets acquired, the Company considers infoermation obtained about each
property as a result of its due diligence, marketing and leasing activities,
and utilizes various valuation methods, such as estimated cash flow
projections using appropriate discount and capitalization rates, estimates
of replacement costs net of depreciation, and available market information.
The fair value of the tangible assets of an acquired property considers the
value of the property as if it were vacant.

Above- and betow-market lease values for acquired properties are
recorded based on the present value (using a discount rate that reflects
the risks associated with the leases acquired) of the difference between [i)
the contractual amounts to be paid pursuant to each in-place lease and (ii)
management's estimate of fair market lease rates for each corresponding
in-place lease, measured over a period equal to the remaining term of the
lease for above-market leases and the initial term plus the term of any
below-market fixed-rate renewal options for below-market leases. The
capitalized above-market lease values are amortized as a reduction of base
rental revenue over the remaining term of the respective leases, and the
capitalized below-market lease values are amortized as an increase to base
rental revenue over the remaining initial terms plus the terms of any
below-market fixed-rate renewal options of the respective leases. At December
31, 2007 and 2006, the below-market leases aggregated $31.3 million and
$22.9 million, respectively. At December 31, 2007 and 2006, the above-market
{eases aggregated $9.8 million and $2.3 million, respectively.

The total amount allocated to in-place lease vatues and tenant relationship
values is based upon management's evaluation of the specific characteristics
of the acquired lease portfolio and the Company's overall relationship with
anchor tenants. Factors considered in the allocation of these values
include the nature of the existing relationship with the tenant, the
expectation of lease renewals, the estimated carrying costs of the property
during a hypothetical, expected lease-up period, current market conditions
and costs to execute similar leases. Estimated carrying costs include real
estate taxes, insurance, other property operating costs and estimates of lost
rentals at market rates during the hypothetical, expected lease-up periods,
based upon management's assessment of specific market conditions.




The value of in-place leases, including origination costs, is amortized
over the estimated weighted average remaining initial term of the
acquired lease portfalio. The value of tenant relationship intangibles is
amortized to expense over the estimated initial and renewal terms of the
lease portfolio; however, no amortization period for intangible assets will
exceed the remaining depreciable life of the building.

Intangible assets associated with property acquisitions are included
in other assets and other liabilities, with respect to the above- and
below-market leases, in the Company's consolidated balance sheets.

Impairment of Long-Lived Assets

The Company follows the provisions of SFAS No. 144, *Accounting for the
Impairment or Disposal of Long-Lived Assets” (*SFAS 144”), If an asset is
held for sale, it is stated at the lower of its carrying value or fair value, less
cost 10 seli. The determination of undiscounted cash flows requires significant
estimates made by management and considers the expected course of
action at the balance sheet date. Subsequent changes in estimated
undiscounted cash flows arising from changes in anticipated actions could
affect the determination of whether an impairment exists.

The Company reviews its long-lived assets used in operations for
impairment when there is an event or change in circumstances that
indicates an impairment in value. An asset is considered impaired when
the undiscounted future cash flows are not sufficient to recover the
asset's carrying value. If such impairment is present, an impairment loss is
recognized based on the excess of the carrying amount of the asset over
its fair value. The Company records impairment losses and reduces the
carrying amounts of assets held for sale when the carrying amounts
exceed the estimated selling proceeds, less the costs to sell.

Deferred Charges

Costs incurred in obtaining indebtedness are included in deferred charges
in the accompanying consolidated balance sheets and are amortized on a
straight-line basis over the terms of the related debt agreements, which
approximates the effective interest method. Such amortization is reflected
as interest expense in the consolidated statements of operations.

Revenue Recognition

Minimum rents from tenants are recognized using the straight-fine method
over the lease term of the respective leases. Percentage and overage
rents are recognized after a tenant's reported sales have exceeded the
applicable sales breakpoint set forth in the applicable lease. Revenues
associated with tenant reimbursements are recognized in the period that the
expenses are incurred based upon the tenant lease provision. Management
fees are recorded in the period earned based on a percentage of collected
rent at the properties under management. Ancillary and other property-
related income, which includes the leasing of vacant space te temporary
tenants, is recognized in the period earned. Lease termination fees are
included in other income and recognized upon the effective termination
of a tenant’s lease when the Company has no further obligations with
the lease. Fee income derived from the Company’s unconsaolidated joint
venture investments is recognized to the extent attributable to outside
ownership interest.

Accounts Receaivable

The Company makes estimates of the uncollectibility of its accounts
receivable refated to base rents, expense reimbursements and other
revenues, The Company analyzes accounts receivable and historical bad
debt levels, customer credit worthiness and current economic trends when
evaluating the adequacy of the allowance for doubtful accounts. In
addition, tenants in bankruptey are analyzed and estimates are made in
connection with the expected recovery of pre-petition and post-petition
claims. The Company's reported net income is directly affected by
management's estimate of the collectibility of accounts receivable.

Accounts receivable, other than straight-line rents receivable, are
expected to be collected within one year and are net of estimated
unrecoverable amounts of approximately $30.1 million and $14.5 million
at December 31, 2007 and 2006, respectively. At December 31, 2007 and
2006, straight-'ine rents receivable, net of a provision for uncollectible
amounts of $4.1 million and $3.5 million, aggregated $61.7 million and
$54.7 million, respectively.

Disposition of Real Estate and Real Estate Investments

Disposition of rea} estate relates to the sale of outlots and land adjacent
to existing shopping centers, shopping center properties and real estate
investments. Gains from dispositions are recognized using the full accrual
or partial sale methods, as applicable, in accordance with the provisions
of SFAS No. 66, “Accounting for Real Estate Sales,” ("SFAS 667 provided
that varigus criteria relating to the terms of sale and any subseguent
involvement by the Company with the properties sold are met.

SFAS 144 retains the basic provisions for presenting discontinued
operations in the income statement but broadens the scope to include a
component of an entity rather than a segment of a business. Pursuant
to the definition of a component of an entity in SFAS 144, assuming no
significant continuing invalverment, the sale of a retail or industrial operating
property is considered discontinued operations. In addition, properties
classified as held for sale are also considered a discontinued operation,
Accordingly, the results of operations of properties disposed of, or classified
as held for sale, for which the Company has no significant continuing
involvement, are reflected as discontinued operations. Interest expense,
which is specifically identifiable to the property, is used in the computation
of interest expense attributable to discontinued operations. Consolidated
interest at the corporate level is allocated to discontinued operations
pursuant to the methods prescrived under Emerging [ssues Task Force
{("EITF*) 87-24, “Allocation of Interest to Discontinued Operations,” based
on the proportion of net assets disposed.

Real Estate Held for Sale

The Company generally considers assets 1o be held for sale when the
transaction has been approved by the appropriate level of management
and there are no known significant contingencies relating to the sale such
that the property sale within one year is considered probable. The Company
evaluates the held for sale classification of its owned real estate each
quarter. Assets that are classified as held for sale are recorded at the
lower of their carrying amount or fair value less cost to sell. The results
of operations of these shopping centers are reflected as discontinued

operations in all periods presented.




On occasion, the Company will receive unsolicited offers from third
parties to buy individual shopping centers. The Company will generally
classify the properties as held for sale when a sales contract is executed
with no contingencies and the prospective buyer has significant funds at
risk to ensure performance.

General and Administrative Expenses

General and administrative expenses include certain internal leasing and
legal salaries and related expenses directly associated with the
re-leasing of existing space, which are charged to operations as incurred.

Stock Option and Other Equity-Based Plans

Prior to January 1, 2006, the Company followed Accounting Principles
Board ("APB"} Opinion No. 25, "Accounting for Stock Issued to Employees.”
Accordingly, the Company did not recognize compensation cost for stock
options when the option exercise price equaled or exceeded the market
value on the date of the grant. Prior 1o January 1, 2006, no stock-based
employee compensation cost for stock options was reflected in net
income, as all options granted under those plans had an exercise price
equal to or in excess of the market value of the underlying common stock
on the date of grant. The Company recorded compensation expense related
to its restricted stock plan and its performance unit awards,

The Financial Accounting Standards Board (“FASB"} issued SFAS
No. 123(R), “Share-Based Payment" ("SFAS 123(R)"). SFAS 123(R) is an
amendment of SFAS 123 and requires that the compensation cost relating
to share-based payment transactions be recognized in the financial statements
based upon the grant date fair value. The grant date fair value of the portion
of the restricted stock and performance unit awards issued prior to the
adoption of SFAS 123(R]} that is ultimately expected to vest is recognized
as expense on a straight-line attribution basis over the requisite service
periads in the Company's consolidated financial statements. SFAS 123(R)
requires forfeitures to be estimated at the time of grant in aorder to
estimate the amount of share-based awards that will ultimately vest. The
forfeiture rate is based on historical rates.

The Company adopted SFAS 123(R) as required on January 1, 20086,
using the modified prospective method. The Company's consolidated
financial statements as of and for the year ended December 31, 2008,
reflected the impact of SFAS 123(R). In accordance with the maodified
prospective method, the Company's consolidated financial statements
for prior pericds have not been restated to reflect the impact of SFAS
123(R). Share-based compensation expense recognized in the Company’s
consolidated financial statements for the year ended December 31, 2006,
includes (i) compensation expense for share-based payment awards granted
prior to, but not yet vested, as of December 31, 2005, based on the grant
date fair value and {ii) compensation expense for the share-based payment
awards granted subsequent to December 31, 2005, based on the grant date
fair value estimated in accordance with the provisions of SFAS 123(R).

The adoption of this standard changed the balance sheet and resulted
in decreasing other liabilities and increasing shareholders’ equity by
$11.6 million. In addition, unearned compensation — restricted stock
{included in shareholders’ equity} of $13.1 million was eliminated and
reclassified to paid in capital. These balance sheet changes relate to
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deferred compensation under the performance unit plans and unvested
restricted stock awards. Under SFAS 123(R), deferred compensation is
no longer recorded at the time unvested shares are issued. Share-based
compensation expense is recognized over the requisite service period with an
offsetting credit to equity.

The compensation cost recognized under SFAS 123(R) was $11.9 million and
$8.3 million for the years ended December 31, 2007 and 2008, respectively. For
the year ended December 31, 2007, the Company capitalized $0.3 million
of stock-based compensation. There were no significant capitalized stock-
based compensation costs in 2006, The following table illustrates the effect
on net income and earnings per share if the Company had applied the fair
value recognition provisions of SFAS 148, "Accounting for Stock-Based
Compensation — Transition and Disclosure, an amendment of SFAS
MNo. 123," for the year ended December 31, 2005 (in thousands, except per
share amounts):

Year ended
December 31,
2005
Net income, as reported $ 282,643
Add: Stock-based employee compensation included in
reported net income 5652
Deduct: Total stock-based employee compensation expense
determined under fair value-based method for all awards {5,319)
$ 282,976

Earnings per share:

Basic - as reported 3 2.10
Basic - pro forma E 2.10
Diluted - as reported $ 208
Diluted - pro forma $ 208

See Note 18, “Benefit Plans,” for additional information.
Interest and Real Estate Taxes

Interest and real estate taxes incurred during the development and significant
expansion of real estate assets are capitalized and depreciated over the
estimated useful life of the building. Interest paid during the years ended
December 31, 2007, 2006 and 2005, aggregated $296.6 million, $239.3 million
and $190.0 million, respectively, of which $26.9 million, $20.0 million
and $12.7 million, respectively, was capitalized.

Goodwill

SFAS 142, "Goodwill and Other Intangible Assets,” requires that intangible
assets not subject to amortization and goodwill be tested for impairment
annually, or more frequently if events or changes in circumstances
indicate that the carrying value may not be recoverable. Amortization of
goodwill, including such assets associated with unconsolidated joint
ventures acquired in past business combinations, ceased upon adoption of
SFAS 142. Goodwill is included in the balance sheet caption Investments
in and Advances to Joint Ventures in the amount of $5.4 million as of
December 31, 2007 and 2006. The Company evaluated the goodwill related
to its unconsolidated joint venture investments for impairment and
determined that it was not impaired as of December 31, 2007 and 2006.




Intangible Assets

In addition to the intangibles discussed above in purchase price accounting,
the Company has finite-lived intangible assets, composed of management
contracts associated with the Company's acquisition of an unconsolidated
joint venture, stated at cost less amortization calculated on a straight-line
basis over 15 years. Intangible assets, net, are included in the balance
sheet caption Investments in and Advances to Joint Ventures in the
amount of $1.9 million and $2.2 million as of December 31, 2007 and
2006, respectively. The 15-year life approximates the expected turnover
rate of the original management contracts acquired. The estimated
amortization expense associated with this intangible asset far each of the
five succeeding fiscal years is approximately $0.3 million per year.

Investments in and Advances to Joint Ventures

To the extent that the Company contributes assets to a joint venture, the
Company's investment in the jaint venture is recorded at the Company's
cost basis in the assets that were contributed to the joint venture. To the
extent that the Company's cost basis is different from the basis reflected
at the joint venture level, the basis difference is amortized over the life of
the related assets and included in the Company's share of equity in net
income of the joint venture. In accordance with the provisions of SFAS
No. 66 and Statement of Position 78-9, "Accounting for Investments in Real
Estate Ventures,” paragraph 30, the Company recognizes gains on the
contribution of real estate to unconsolidated joint ventures, relating solely
to the outside partner's interest, to the extent the economic substance of
the transaction is a sale. On a periodic basis, management assesses whether
there are any indicators that the value of the Company's investments in
unconsolidated joint ventures may be impaired. An investment's value is
impaired only if management’s estimate of the fair value of the investment
is less than the carrying value of the investment and such difference is
deemed to be other than temporary. To the extent impairment has
accurred, the loss shall be measured as the excess of the carrying amount
of the investment over the estimated fair value of the investment. The
Company has determined that these investments are not impaired as of
December 31, 2007 and 2006.

Foreign Currency Translation

The financial statements of Sonae Sierra Brazit BV Sarl, an equity method
joint venture investment, ECE Projektmanagement G.m.b.H. & Co.KG [*ECE
Joint Venture”) and Richmond Hill Limited Partnership, consolidated joint
venture investments, are translated into U.S. dollars using the exchange
rate at each balance sheet date for assets and liabilities and an average
exchange rate for each period for revenues, expenses, gains and losses,
with the Company's proportionate share of the resulting translation
adjustments recorded as Accumulated Other Comprehensive Income (Loss).
Gains or losses resulting from foreign currency transactions, translated to
local currency, are included in income as incurred. Foreign currency
gains or losses from changes in exchange rates were not material to the
consclidated operating results.

Cash and Cash Equivalents

The Company considers all highly liquid investments with an original
maturity of three months ot less to be cash equivalents. The Company
maintains cash deposits with a major financial institution, which from
time to time may exceed federally insured limits. The Company periodically
assesses the financial condition of the institution and believes that the
risk of loss is minimal. Cash flows associated with items intended as
hedges of identifiable transactions or events are classified in the same
category as the cash flows from the items being hedged.

Restricted Cash

Under the terms of a bond issue by the Mississippi Business Finance
Corporation, the proceeds of approximatety $60 million from the sale of
bonds were placed in a trust. As construction is completed on the Company’s
project in Mississippi, the Company will request disbursement of these
funds. This amount is included as restricted cash within the consolidated
balance sheet.

Income Taxes

The Company has made an election to qualify, and believes it is operating
so as to qualify, as a real estate investment trust ("REIT") for federal
income tax purposes. Accardingly, the Company generally will not be
subject to federal income tax, provided that it makes distributions to its
stockholders equal to at least the amount of its REIT taxable income as
defined under Section 856 through 860 of the Code.

In connection with the REIT Modernization Act, which became effective
January 1, 2001, the Company is now permitted to participate in certain
activities that it was previously precluded from in order to maintain its
gualification as a REIT, so long as these activities are conducted in entities
that elect to be treated as taxable subsidiaries under the Code. As such,
the Company is subject to federal and state income taxes on the income
from these activities.

Income taxes are accounted for under the asset ard liability method.
Deferred tax assets and liabilities are recognized for the estimated future tax
consequences attributable to differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax
bases and operating loss and tax credit carry-forwards, Deferred tax assets
and liabilities are measured using enacted tax rates in effect for the year in
which those temporary differences are expected to be recovered or settled.

Treasury Stock

The Company's share repurchases are reflected as treasury stock utilizing
the cost method of accounting and are presented as a reduction to
consolidated shareholders' equity.

Use of Estimatas in Preparation of Financial Statements

The preparation of financial statemenis in conformity with generally
accepted accounting principles requires management to make estimates
and assumptions that affect the reported amount of assets and liabilities,
the disclosure of contingent assets and liabilities and the reported
amounts of revenues and expenses during the year. Actual results could
differ from those estimates.
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New Accounting Standards Implemented

Accounting for Uncertainty in Income Taxes — FIN 48

fn June 2006, the FASB issued Financial Interpretation No. 48, “Accounting
for Uncertainty in Income Taxes™ ("FIN 48"), which clarifies the accounting
for uncertainty in income taxes recognized in a company's financiai
statements in accordance with FASB Statement No. 109, “Accounting for
Income Taxes.” The intecpretation prescribes a recognitian threshold and
measurement attribute criteria for the financial statement recognition
and measurement of a tax position taken or expected to be taken in a
tax return. The interpretation also provides guidance on de-recognition,
classification, interest and penalties, accounting in interim periods,
disclosure and transition,

The Company adopted the provisions of FIN 48 on January 1, 2007. The
Company does not have any material unrecognized tax benefits; therefore
the adoption of FIN 48 did not have a material impact on the Company's
financial position or results of operations.

The Company's policy is to recognize estimated interest and penalties
related to unrecognized tax benefits as other income tax expense. The
Company believes that it has appropriate support for the income tax
positions taken and to be taken on its tax returns and that its accruals for
tax liabilities are adequate for all open years (after 2003 for federal and
state) based on an assessment of many factors, including past experience
and interpretations of tax laws applied to the facts of each matter.

New Accounting Standards to Be Implemented

Fair Value Measurements — SFAS 157

In September 2006, the FASB issued Statement No. 157, “Fair Value
Measurements™ ("SFAS No. 157"). SFAS No. 157 provides guidance for
using fair value to measure assets and liabilities. This statement clarifies
the principle that fair value should be based on the assumptions that market
participants would use when pricing the asset or liability. SFAS No. 157
establishes a fair value hierarchy, giving the highest priority to quoted
prices in active markets and the lowest priority to unobservable data. SFAS
No., 157 applies whenever other standards require assets or liabilities to be
measured at fair value. SFAS No. 157 also provides for certain disclosure
requirements, including, but not limited to, the valuation techniques used to
measure fair value and a discussion of changes in valuation techniques, if
any, during the period. This statement is effective in fiscal years beginning
after November 15, 2007, except for nonfinancial assets and nonfinancial
liabilities that are not recognized or disclosed at fair value on a recurring
basis, for which the effective date is fiscal years beginning after
November 15, 2008. The Company is currently evaluating the impact that
this statement will have on its financial statements,

The Fair Value Option for Financial Assets and Financial Liabilities Including an
Amendment of FASB Stalement No. 115 — SFAS 159

In February 2007, the FASB issued Statement No. 159, “The Fair Value Option
for Financial Assets and Financial Liabilities” ["SFAS No. 159"), which gives
entities the option to measure eligible financial assets, financial liabilities and
firm commitments at fair value on an instrument-by-instrument basis that
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are otherwise not permitted to be accounted for at fair value under other
accounting standards, The efection to use the fair vafue option is available
when an entity first recognizes a financiai asset or financial liability or upon
entering into a firm commitment. Subsequent changes (i.e, unrealized gains
and losses) in fair value must be recorded in earnings. Additionally, SFAS
No. 159 allows for a one-time election for existing positions upon adoption,
with the transition adjustment recorded to beginning retained earnings. This
statement is effective for fiscal years beginning after November 15, 2007. The
Company does not believe the impact of this statement will have a material
effect on its financial position and results of operations.

Business Combinations — FAS 141(R)

In December 2007, the FASB issued Statement No. 141 {revised 2007),
"Business Combinations” (*SFAS No. 141 (R)"). The objective of this statement
is to improve the relevance, representative faithfulness, and comparability
of the information that a reporting entity provides in its financial reports
about a business combination and its effects. To accomplish that, this
statement establishes principles and requirements for how the acquirer; (i)
recognizes and measures in its financial statements, the identifiable assets
acquired, the liabilities assumed, and any non-controlling interest to the
acquiree, (i) recognizes and measures the goodwill acquired in the business
combination or a gain from a bargain purchase and (iii) determines what
information to disclose to enable users of the financial statements to
evaluate the nature and financial effects of the business combination. This
statement applies prospectively to business combinations for which the
acquisition date is on or after the first annual reporting period beginning on
or after December 15, 2008. An entity may not apply it before that date. The
Cornpany is currently assessing the impact the adoption of SFAS No. 141 (R}
would have on the Company's financial position and results of operations.

Nan-cantrolling Interests in Consolidated Financial Statements —
an Amendment of ARB No. 51 — FAS 160

Ir December 2007, the FASB issued Statement No. 160, “Non-Controlling
Interest in Consolidated Financial Statements an Amendment of ARB No. 51"
{"SFAS No. 160"). A non-controlling interest, sometimes called minority
interest, is the portion of equity in a subsidiary not attributable, directly
or indirectly, to a parent. The objective of this statement is to improve the
relevance, comparability, and transparency of the financial infarmation
that a reporting entity provides in its consolidated financial statements
by establishing accounting and reporting standards that require: (i) the
ownership interest in subsidiaries held by other parties ather than the parent
be clearly identified, 1abeled, and presented in the consolidated statement
of financial pesition within equity, but separate from the parent's
equity, (i) the amount of consolidated net income attributable to the
parent and to the non-controiling interest be clearly identified and
presented on the face of the consolidated statement of operations, (iii)
changes in a parent's ownership interest while the parent retains its
controlling financial interest in its subsidiary be accounted for consistently
and requires that they be accounted for similarly, as equity transactions, [iv)
when a subsidiary is deconsolidated, any retained non-controlling equity
investment in the former sybsidiary be initially measured at fair value, the
gain or loss on the deconsolidation of the subsidiary is measured using fair




value of any non-controlling equity investments rather than the carrying amount of that retained investment and (v) entities provide sufficient
disclosures that clearly identify and distinguish between the interest of the parent and the interest of the non-centrolling owners, This statement is
effective for fiscal years, and interim reporting periods within those fiscal years, beginning on or after December 15, 2008. Earlier adoption is
prohibited. The Company is currently assessing the impact the adoption of SFAS No. 160 would have on the Company's financial position and results
of operations.

2. Investments in and Advances to Joint Ventures

The Company's substantial unconsolidated joint ventures at December 31, 2007, are as follows:

Effective Ownership

Unconsolidated Real Estate Ventures Percentage!™ Assets Qwned

Sun Center Limited 79.45% A shopping center in Columbus, Ghio

Continental Sawmill LLC 634 Land

DDRA Community Centers Five LP 50.0 Five shopping centers in several states

DOTRS LLC 50.0 A shopping center in Macedonia, Ohio

Jefferson County Plaza LLC 50.0 A shopping center in St. Louis (Arnold), Missouri

Lennox Town Center Limited 50.0 A shopping center in Columbus, Qhio

Sansone Group/DORC LLC 50.0 A management and development cempany

Sonae Sierra Brazil BV Sarl 47.4 Nine shopping centers, one shopping center under development
and a management company in Brazil

Retail Value Investment Program I(IB LP 2575 A shopping center in Deer Park, [llinois

Retail Value Investment Program VIII LP 25.75 A shopping center in Austin, Texas

Retail Value Investment Program VI LLC 210 Two shopping centers in California

Coventry |l DDR Buena Park LLC 200 A shopping center in Buena Park, California

Coventry (I DDR Fairplain LLC 200 A shopping center in Benton Harbor, Michigan

Coventry H DDR Merriam Village LLC 200 A shopping center in Merriam, Kansas

Coventry 1l DDR Phoenix Spectrum LLC 200 A shopping center in Phoenix, Arizana

Coventry I DDR Totem Lakes LLC 200 A shopping center in Kirkland, Washington

Coventry |1 DDR Ward Parkway LLC 200 A shopping center in Kansas City, Missouri

DDR Domestic Retail Fund | 200 63 shopping centers in several states

ODR Markaz 11 LLC 200 13 neighborhood grocery-anchored retail properties in several states

DDR - SAU Retail Fund LLC 200 29 shopping centers in several states

Service Holdings LLC 200 44 retail sites in several states

Coventry I DDR Westover LLC 200 A shopping center in San Antonio, Texas

Coventry Il DDR Tri-County LLC 18.0 A shopping center in Cincinnati, Ohio

DDRTC Core Retail Fund LLC 150 66 shopping centers in several states

ODR Macguarie Fund LLC 14.5 51 shopping centers in several states

Coveniry tl ODR Blogmfield LLC 100 A shopping center under development in Bloomfield Hills, Michigan

Coveniry Hl DDR Marley Creek Square LLC 10.0 A shopping ¢enter in Orland Park, lllinois

Coventry Il DDR Montgomery Farm LLC 10.0 A shopping center under development in Allen, Texas

DPG Realty Holdings LLC 10.0 12 neighborhood grocery-anchored retail properties in several states

TRT DDR Venture | GP 10.0 Three shopping centers in several states

DDR MOT PS LLC™ 0.0 Six shopping centers in several states

1 Ownership may be held through different i Percentage hips are subject ta change as certain investments contain promoted structures.

A See DOR MDT PS LT discussed in Hote 2.
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The financial information for DDR MDT PS LLC has been segregated
and discussed separately in Note 3. DDR MDT PS5 LLC was considered a
significant subsidiary at December 31, 2006, and is excluded from the
2007 and 2006 combined amounts presented below.

Combined condensed unconsclidated financial information of the
Company's unconsolidated joint venture investments, excluding DDR MDT
PS LLC that is reported in Note 3, is summarized as follows (in thousands):

December 31,

Combined balance sheets 2007 2006
tand $ 2,352,310 $ 902,488
Buildings 6,165,329 2,703,711
Fixtures ang tenant improvements 99,902 57,989
8,617,541 3,664,188
Less: Accumulated depreciation {409,138) (245,674
8,208,403 3,418,512
Construction in progress 207,351 157,750
Real estate, net 8,415,754 3,576,262
Receivables, net 119,833 70,903
Leasehold interests 13,927 15,195
Other assets 362,825 129914
$ 8912339 $3,792.274
Mortgage debt $ 5.465,839 $ 2,409,080
Amounts payable to DDR 7.023 4930
Other liabilities 199,132 92,904
5,671,994 2,506,914
Accumulated equity 3,240,345 1,285,360
$ 8,912,339  $3,792,274
Company's share of accumulated equity™ $ 614477 § 1252937

For the year ended December 31,

Combined statements of operations 2007 2006 2005
Revenues from operations $ 800,411 $ 422,935 $ 416,468
Rental operation expenses 267,137 143,412 147,617
Depreciation and amoritization expense 190,326 79,706 82,516
Interest expense 264,090 125,970 113,21
721,653 349,088 343364
Income before gain on disposition of
real estate and discontinued operations 78,858 73,847 73,104
Income tax expense (primarily Brazil), net {4,839) {1,176) -
Gain on dispesition of real estate 94,386 398 858
Income from continuing operations 168,405 73,069 73,962
Discontinued operations;
(Loss) income from discontinued
operations, net of tax (784) 24 {358)
Gain on disposition of real estate,
net of tax 2,516 20,343 48,982
1,732 20,367 48,624
Net income $170137 $ 93436 3122586
Company's share of net income® $ 44537 $ 28530 $ 36828
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Investments in and advances to joint ventures include the following
items, which represent the difference between the Company's investment
and its proportionate share of all of the unconsolidated joint ventures'
underlying net assets (in millions):

For the year ended December 31,

2007 2006

Company's proporticnate share of accumulated equity  $ 614.5 § 2629
Basis differentials® 1141 923
Deferred development fees, net of portion relating to

the Company's interest (3.9) (3.00
Basis differential upon transfer of assets® {97.2} (74.3)
Notes receivable from investments 2.0 188
Amounts payable to DDR 8.5 50
Investments in and advances to joint ventures" $ 638.1 $ 291.7

1 The difference between the Company's share of sccumulated equity and the investments in and advances to joint ventures recorded
on the Company's consoldated balance sheets primarnity rssults from the basis differentials, as descnbed below, defered deveiopment fees,
net of the porticn nelating to the Company's interest notes and ameunts recehvatie from the £ joint ventures'

o Basis differentials oeowr primarity when the Company has purchased inferests in existing joint ventures at fair market values, which
differ from their proportionate share of the historical net assets of the joint ventures. n addition, certain asquisition, transaction
and other costs, including capitatized interest, may not be reflected in the net assets at the joint venture level, Basis differentials
upan transfer of assets are pnmarily associated with assets previousty owned by the Company that have been transferred into a
joint venture 2t fair value, This amount represents the aggregate difference between the Company's historical cost basis and the
basis reflected at the joint venture devel, Certain basis differentials indicated above are amortized over the life of the related asset.
Prtferences in income alst otur when the Company 2equires assets from joint vertures The difference between the Comparry's
share of net income, as reparted above, and the amounts included in the consclidated statzments of operations is attributable to
the amortization of such basts diferentials, deferred gains and differences in gain [loss} on sale of certain assets due 1o the basis
differentials. The Company’s share of joint venture net income has been reduced by $1.2 million, increased by $1.6 million and
reztuesd by $2.1 million for the years ended December 31, 2007, 2006 and 2005, respectively, ta reflect adéitional basis depreciation
and basis differences in assets sold.

The Company has made advances to several partnerships in the form of
notes receivable and fixed-rate loans that accrue interest at rates ranging
from 10.5% to 12.0%. Maturity dates range from payment on demand
to February 2008. Included in the Company's accounts receivable is
approximately $5.0 million and $1.1 million at December 31, 2007 and
20086, respectively, due from affiliztes related to construction receivables.

Service fees earned by the Company through management, leasing,
development and financing activities performed related to all of the
Company’s unconsolidated joint ventures are as follows {in millions):

Far the year ended December 31,

2007 2006 2005

Management and other fees $ 404 $ 237 $ 167
Acquisition, financing, guarantee

and other fees” 8.5 0.5 24

Development fees and leasing commissions 9.6 6.1 56

Interest income 0.5 54 6.8

Dispositicn fees - - 0.2

0 Acguisition fees of $6.3 million were earned from the formation of the joint venture with TIAA-CREF in 2007, excluding the

Company's retaingd ownership of approximitely 15%. Financing fees were carned from severd! joint venture interests, excluding

the Company's retained ownership. The Campany'’s fees were earned in eonjunction with services rendered by the Company in

connection with the acquisition of the IRRET] real estate assets and financings and re-financings of unconsclidated jont ventures

The Company's joint venture agreements generally include provisions
whereby each partner has the right to trigger a purchase or sale of its
interest in the joint venture (Reciprocal Purchase Rights), to initiate a
purchase or sale of the properties (Property Purchase Rights) after a certain
number of years, or if either party is in default of the joint venture
agreements., Under these provisions, the Company is not obligated to

purchase the interest of its outside joint venture partners.



Unconsolidated Joint Venture Interests

DDR Domestic Retail Fund |

In June 2007, the Company formed DDR Domestic Retail Fund I (the
“Fund"), a Company sponsored, fully-seeded commingled fund. The Fund
acquired 63 shopping center assets aggregating 8.3 million square feet of
Company-owned GLA ("Portfolio”) from the Company and a joint venture
for approximately $1.5 billion. The Portfolio is composed of 54 assets
acgquired Dy the Company through its acquisition of IRRETI, seven assets
formerly held in a joint venture with Kuwait Financial Centre (*DDR
Markaz LLC Joint Venture™), in which the Company had a 20% ownership
interest, and two assets from the Company’'s wholly-owned portfolio. The
Company recognized a gain of approximately $9.6 million, net of its 200
retatned interest, from the sale of the two wholly-owned assets, which 1s
included in gain or disposition of real estate in the Company's statements
of operations. In conjunction with the sale of assets te the Fund and
identification of the equity partners, the Company paid a $7.8 miilion fee
to a third party consuiting firm and recognized this amount as a reduction
to gain on disposition of real estate. The DDR Markaz LLC Joint Venture
recorded a gain of approximately $89.9 million. The Company's proportionate
share of approximately $18.0 millien of the jeint venture gain was
deferred, as the Company retained an effective 20% ownership interest in
these assets. As the Company does not have econemic or effective control,
the Fund is accounted for using the equity method of accounting. The
Company has been engaged by the Fund to perform day-to-day operations
of the properties and receives fees for asset management and property
management, leasing, construction management and ancillary income in
addition to a promoted interest. In addition, upon the sale of the assets from
the DDR Markaz LLC Joint Venture to the Fund, the Company recognized
promoted income of approximately $13.6 million, which is included in the
equity in net income of joint ventures.

DDRTC Core Retail Fund LLC

In February 2007, the Company formed a joint venture with TIAA-CREF
(“DDRTC Core Retail Fund LLC Joint Venture"], which acquired 66 shopping
center assets from IRRETI comprising approximately 15.6 million square
feet of Company-owned GLA. The DDRTC Core Retail Fund LLC Joint
Venture is owned B85% by TIAA-CREF and 1500 by the Company. As the
Company does not have economic or effective control, the DDRTC Core
Retail Fund LLC Joint Venture is accounted for using the equity method of
accounting. Real estate and related assets of approximately $3.0 billion
were acquired by the DDRTC Core Retail Fund LLC Joint Venture. The
DDRTC Core Retail Fund LLC Joint Venture has debt of approximately
$1.8 billion, of which $285.6 million was assumed in connection with the
acquisition of the properties. Pursuant to the terms of the joint venture
agreement, the Company earned an acquisition fee of $6.3 million and
receives ongoing asset management, property management and construction
management fees, plus fees on leasing and ancillary income.

TRT DDR Venture | General Partnership

In May 2007, the Company formed a $161.5 million joint venture {*Dividend
Capital Total Realty Trust Joint Venture”). The Company contributed

three recently developed assets aggregating 0.7 million square feet of
Company-owned GLA to the joint venture and retained an effective
ownership interest of 10%. The Company recorded an after-tax gain, net
of its retained interest, of approximately $53.3 million, which is included
in gain on disposition of real estate. As the Company dees not have
economic or effective control, the Dividend Capital Total Realty Trust Joint
Venture is accounted for using the equity method of accounting. The
Company receives asset management and property management fees,
plus fees on leasing and ancillary income in addition to a promoted
interest. At December 31, 2007, this joint venture was considered a significant
subsidiary pursuart to applicable Regulation 5-X rules.

DDR Macquarie Fund LLC

During August and September 2007, the Company contributed three
shopping center properties, aggregating 0.5 million square feet of Company-
owned GLA, to DDR Macquarie Fund LLC. The aggregate purchase price for
the properties was $49.8 million. The assets were recently acquired by the
Company as part of its acquisition of IRRETI, and as a result, the Company
did not record a gain on the transaction.

At December 31, 2007, MDT owns an approximate 83% interest, the
Company owns an effective 14.5% ownership interest and MBL effectively
owns the remaining 2.5% in the portfolio of assets. At December 31, 2005,
this joint venture was considered a significant subsidiary pursuant to
applicable Regulation S5-X rules. The Company provides day-to-day
operations of the properties and receives fees at prevailing rates for
property management, leasing, construction management, acquisitions,
due diligence, dispositions (including outparcel sales) and financing.
Through their joint venture, the Company and MBL receive base asset
management fees and incentive fees based on the performarice of MDT.
The Company recorded fees aggregating $0.6 million, $0.4 million and
$2.4 million in 2007, 2006 and 2005, respectively, in connection with the
acquisition, structuring, formation and operation of DDR Macquarie Fund LLC.

Sonae Sierra Brazil BV Sarl

Inh October 2006, the Company acquired a 50% joint venture interest in
Sonae Sierra Brazil BV Sarl, a fully integrated retail real estate company
based in Sao Paulo, Brazil. The Company's partner in Sonae Sierra Brazil BY
Sarl is Sonae Sierra, an international owner, developer and manager of
shapping centers based in Portugal. Sonae Sierra Brazil BV Sarl is the
managing partner and majority owner of a partnership that owns direct
and indirect interests in nine retail assets aggregating 3.6 million square
feet of Company-owned GLA and a property management company in Sao
Paulo, Brazil, that oversees the leasing and management operations of the
portfolio and the development of new shopping centers. Sonae Sierra
Brazil BV Sarl owns approximately 95% of the partnership and Enplanta
Engenharia, a third party, owns approximately 5%.

In January 2007, this joint venture acquired an additional 73%
interest in Shopping Metropole Center and, as such, the joint venture
owns 83% of this shopping center. The Company contributed
approximately $24.6 million for its proportionate share of the acquisition
of the additional interest.

62




Coventry It Fund

The Company and Coventry Real Estate Advisors ("CREA"} formed Coventry
Real Estate Fund Il [the "Coventry Il Fund®). The Coventry Il Fund was
formed with several institutional investors and CREA as the investment
manager. Neither the Company nor any of its officers owns a common
equity interest in this Coventry Il Fund or has any incentive compensation
tied to this Coventry Il Fund. The Coventry Il Fund and the Company have
agreed to jointly acquire value-added retail properties in the United
States. The Coventry Il Fund's strategy is to invest in a variety of retail
properties that present opportunities for value creation, such as re-tenanting,
market repositioning, redevelopment or expansion.

The Company co-invested 20% in each joint venture and is generally
respansible for day-to-day management of the properties. Pursuant 1o
the terms of the joint venture, the Company will earn fees for property
management, leasing and construction management. The Company also
will earn a promoted interest, along with CREA, above a preferred return
after return of capital to fund investors.

At December 31, 2007, the Coventry Il Fund had an interest in 1
shopping center investments and 44 retail sites formerly occupied by
Service Merchandise.

Retail Value Fund

in February 1998, the Company and an equity affiliate of the Company
entered into an agreement with Prudential Real Estate Investors ("PREI")
and formed the Retail Value Fund (the "PREI Fund®}. The PREI Fund's
ownership interests in each of the projects are generally structured with
the Company owning directly or indirectly a 24.75% limited partnership
interest, PREl owning a 74.25% limited partnership interest and Coventry
Real Estate Partners (“Coventry I} owning a 19 general partnership interest,
which is wholly-owned by a consolidated entity of the Company at
December 31, 2007. The Company acguired the remaining 25% minority
interest in Coventry | for an aggregate purchase price of approximately
$13.8 million in 2007. The PREl Fund invests in retail properties within the
United States that are in need of substantial re-tenanting and market
repositioning and may also make equity and debt investments in companies
owning or managing retail properties as well as in third party development
projecis that provide significant growth apportunities. The retail property
investments may include enclosed malls, neighborhood and community
centers or other potential retail commercial development and redevelopment
opportunities. The PREI Fund owned an effective 25.75% ownership interest
in two shopping center investments at December 31, 2007,

fn June 2007, an asset in Overland Park, Kansas, owned by the PREI
Fund, was sold for approximately $8.2 million. The PREI Fund recognized 2
gain of approximately $1.2 million, of which the Company's proportionate
share was approximately $0.3 million.

In addition, in 2000 the PREI Fund entered into an agreement to acquire
praoperties located in certain western states from Burnham Pacific Properties,
Inc. ("Burnham®), with PREl owning a 79% interest, the Company owning
a 20% interest and Coventry | owning a 1% interest. The Company earns
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fees for managing and leasing the properties. At December 31, 2007, the
PREI Fund owned two properties. The properties sold in 2008 and 2005 are
summarized as follows:

Joint Company's

Number of Sale Venture  Proportionate

Properties Price Gain Share of Gain

Year old (millions]  (millions) [millions)
2006 One $ 81 $ 37 $ 12
2005 Three 733 211 6.7

™ (ne of the propelies was sold over a twoeyear penod A majonty of the shopping center was sod in 2004 and the outparcels wer
sold in 2008,

KLA/SM Joint Venture

The Company entered into a joint venture in 2002 with Lubert-Adler Real
Estate Funds and Klaff Reaity, L.P. (Note 17}, which was awarded asset
designation rights for all of the retail real estate interests of the bankrupt
estate of Service Merchandise Corporation for approximately $242 million.
The Company had an approximate 25% interest in the joint venture
{"KLAJSM Joint Venture®). in addition, the Company earned fees for the
management, leasing, devetopment and disposition of the real estate portfolio.
The designation rights enabled the joint venture to determine the ultimate
disposition of the real estate interests held by the bankrupt estate.

In August 2006, the Company purchased its then partners’ approximate
75% interest in the remaining 52 assets formerly occupied by Service
Merchandise and owned by the KLA/SM Joint Venture at a gross purchase
price of approximately $138 million relating to the partners’ approximate
75% ownership interest, based on a total valuation of approximately
$185 million for all remaining assets, including outstanding indebtedness.

In September 2006, the Company sold 51 of these assets to Service Holdings
LEC [see Coventry I Fund) at a gross purchase price of approximately
$185 million and assumed debt of approximately $29 million. The Company
recorded a gain of approximately $6.1 million,

The KLAISM Joint Venture disposed of the following Service Merchandise
sites in 2006 and 2005, summarized as follows:

Joint Company's

Number of Sale Venture  Proportionate

Praperties Price Gain Share of Gain

Year old [millionst  [millions) (millions)
2008 One $ 32 $ 02 $ -
2005 Eight 19.4 16 19

The Company also earned dispasition, development, management, leasing
fees and interest income aggregating $5.7 million and $6.4 million in 2006
and 2005, respectively, relating to this investment.

Adoption of EITF 04-05

In 2006, as a result of the adoption of EITF 04-05, the Company consolidated
one limited partnership with total assets and liabilities of $24.4 million
and $17.7 million, respectively, which were consolidated into the
Company's financial statements.




Acquisitions of Joint Venture Interests by the Company

The Company purchased its joint venture partner's interest in the following
shopping centers in 2006 and 2005:

* A 20M% interest in a shopping center in Columbus, Chio, purchased in 2005;

= A 20% interest in a shopping center development in Apex, North Caroling,
purchased in 2008;

e A 50% interest in a shopping center in Phoenix, Arizona, purchased in 20086;

* A 50% interest in a shopping center in Salisbury, Marytand, purchased
in 2006 and

e A 750 interest in a shopping center in Pasadena, California, purchased
in 2006.

The Fund acquired the interest in seven assets owned through the DDR
Markaz LLC joint venture in June 2007

Discontinued Operations

Included in discontinued operations in the combined statements of
operations for the joint ventures are the following properties sold
subsequent to December 31, 2004:

A 10% interest in a shopping center in Kildeer, lllinois, sold in 2006;

* A 20% interest in six Service Merchandise sites and one site sold in
2007 and 2008, respectively;

* A 20.75% interest in four properties held in the PREl Fund originally
acquired from Burnham. A shopping center in Everett, Washington, was
sofd in 2008. Shopping centers in City of Industry, California; Richmond,
California and San Ysidro, California, were sold in 2005;

® A 25.50 interest in a property held in the PREI Fund in Long Beach,
California, sold in 2005;

* A 25.5%% interest in five properties held in the PRE! Fund in Kansas City,
Kansas and Kansas City, Missouri, one sold in 2007 and four sold in 2006;

* An approximate 25% interest in one Service Merchandise site and eight
sites sold in 2006 and 2005, respectively, and

* A 50% interest in a property in Fort Worth, Texas, sold in 2006.

In addition, a 50% owned joint venture sold its interest in vacant
land in 2007. This disposition did not meet the discontinued operations
disclosure requirement.

3. DDR MDT PS LLC

In June 2006, the Company contributed six properties, aggregating 0.8
million square feet of Company-owned GLA, to a newly formed joint
venture with MDT ("DDR MDT PS LLC"). At December 31, 20086, the Company's
investment in DDR MDT PS LLC was considered a significant subsidiary
pursuant to the applicable Regulation S-X rules, due to the recognition of
a gain of approximately $38.9 million relating to the contribution of the
assets to the joint venture,

Under the terms of the joint venture agreement for DDR MDT PS5 LLC,
MDT receives a preferred return on its preferred and common equity
investment before the Company receives a return on an agreed-upon
common equity investment that has not been recognized in the consolidated
balance sheet due to the terms of its subordination. The Company is then

entitled to a promoted interest in any cash flow achieved above an
agreed-upon leveraged internal rate of return on all common equity. The
Company recognizes its proportionate share of equity in earnings of DDR
MDT PS LLC at an amount equal to increases in its common equity investment,
based upon an assumed liquidation, including consideration of cash
received, of the joint venture at its depreciated book value as of the end of
each reporting period. The Company has not recorded any equity in earnings
from DDR MOT PS LLC for the years ended December 31, 2007 or 2006.

Condensed financizl information of DDR MDT PS LLC is as follows
{in thousands):

December 31,

Balance sheet 2007 2006
Land $ 31,759 $ 31430
Buildings 87,838 85,152
Fixtures and tenant improvements 1,213 1,177
120,810 17,753
Less: Accumulated depreciation {3.668) {1,338)
117,142 116,421
Construction in progress 36 12
Real estate, net 117,178 116,433
Receivables, net 4,707 4121
Other assets 3,100 3,070
$ 124,985 $123,624
Mortgage debt $ 86,000 $ 86,000
Amourts payable to DDR 1,469 30
Other lizbilities 1,951 3,744
89,420 87,774
Accumulated equity 35,565 35,850
$ 124,985 $123,624
Company’s share of accumulated equity $ — $ —

For the year ended December 31,

Statements of operations 2007 2006
Revenues from operations $12,219 $ 6255
Expenses:
Rental pperation 5140 2,481
Depreciation and amortization 2,706 1,556
Interest 5315 3,030
13,161 7,067
Net foss $ (942) $ (812)
Company's share of equity in net loss
of joint venture 3 - § -

4. Acquisitions and Pro Forma Financial Information

Acquisitions

Cn February 22, 2007, IRRETI shareholders approved a merger with a
subsidiary of the Company pursuant to a merger agreement among
IRRETI, the Company and the subsidiary. Pursuant to the merger, the
Company acquired all of the outstanding shares of IRRETI for a total
merger consideration of $14.00 per share, of which $12.50 per share was
funded in cash and $1.50 per share was paid in the form of DDR common
shares. As a result, on February 27, 2007, the Company issued 5.7 million
DDR common shares to the IRRETI shareholders with an aggregate value
of approximately $394.2 million valued at $69.54 per share, which was the
average closing price of the Company's common shares for the 10 trading
days immediately preceding the two trading days prior to the IRRETI
shareholders’ meeting. The other assets allocation of $34.2 million relates
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primarily to in-place leases, leasing commissions, tenant relationships
and tenant improvements of the properties (Note 7). There was a separate
allocation in the purchase price of $7.5 million for above-market leases
and $8.4 million for below-market leases. The merger was accounted for
utilizing the purchase method of accounting. The Company entered into
the merger to acguire a large portfolio of assets, among other reasons.

The IRRET! merger was initially recorded at a total cost of approximately
$6.2 billion. Real estate and related assets of approximately $3.1 billion
was recorded by the Campany and approximately $3.0 billion was recorded
by the TIAA-CREF Joint Venture (Note 2). The Campany assumed debt at a
fair market value of approximately $443.0 million. At the time of the
merger, the IRRETI real estate portfolio consisted of 315 community shopping
centers, neighborhood shopping centers and single tenantfnet leased
retail properties, totaling approximately 35.2 million square feet of
Company-owned GLA, and five development properties. In connection with
the merger, the TIAA-CREF lJoint Venture acquired 66 of these
shopping centers totsling approximately 15.6 million square feet of
Company-owned GLA. During 2007, the Company transferred $1.2 billion of
its interests in an additional 57 shopping centers to unconsolidated joint
ventures and sold 21 shopping centers to outside interests that were
originally acquired through the merger with (RRETI.

At December 31, 2007, the total aggregate purchase price, which is
based on the remaining 171 IRRETI properties the Company wholly-owns,
was allocated as follows (in thousands):

Land 4787197
Building 1,078,815
Tenant improvements 9,949
Intangible assets 41,673

$ 1,608,634

In 2005, the Mervyns Joint Venture acquired the underlying real estate
of 36 operating Mervyns stores for approximately $396.2 million. The
assets were acquired from several funds, one of which was managed by
Lubert-Adler Real Estate Funds (Note 17). The Mervyns Joint Venture,
owned approximately 50% by the Company and 50% by MDT,
obtained approximately $258.5 million of debt, of which $212.6 million
was a five-year secured non-recourse financing at a fixed rate of
approximately 5.20, and $45.9 million was at LIBOR plus 72 basis points
for two years. In 2008, the Mervyns Joint Venture purchased cne additional
site for approximately $11.0 million, and the Company purchased one
additional site for approximately $12.4 million. The Company is responsible
for the day-to-day management of the assets and receives fees in
accordance with the same fee schedule as DDR Macquarie Fund LLC for
property management services,

During 2005, the Company received approximately $2.5 million of
acquisition and financing fees in connection with the acguisition of the
Mervyns assets, Pursuant to FIN 46(R), the Company is required to consolidate
the Mervyns Joint Venture and, therefore, the $2.5 million of fees has been
eliminated in consolidation and has been reflected as an adjustment in
basis and is not reflected in net income.

tn 2005, the Company completed the acquisition of 15 retail real estate
assets located in Puerto Rico from Caribbean Property Group LLC and

related entities (“CPG") for approximately $1.2 billion ["CPG Properties”).
The financing for the transaction was provided by the assumption of
approximately $660 miliion of existing debt and line of credit borrowings
on the Company's senior unsecured credit facility and the application of a
$30 million deposit funded in 2004. Included in the assets acquired are the
land, building and tenant improvements associated with the underlying
real estate. The other assets aflocation of $12.6 million relates primarily to
in-place leases, leasing commissions, tenant refationships and tenant
improvements of the properties (Note 7). There was a separate allocation
in the purchase price of $8.1 million for above-market leases and $1.4 million
for below-market leases. The Company enterad into this transaction to
obtain a shopping center portfolio in Puerto Rico, a market where the
Company previously did not own assets.

Pro Forma Financial Information

The following unaudited supplemental pro forma operating data is
presented for the years ended December 31, 2007 and 2008, as if the
{RRETI merger and the formation of the TIAA-CREF Joint Venture had
occurred at the beginning of each period presented. The following unaudited
supplemental pro forma operating data is presented for the year ended
December 31, 2005 as if the acquisition of the CPG Properties was completed
at the beginning of the pericd. Pro forma amounts include general and
administrative expenses that IRRETI reported in its historical results of
approximately $48.3 miltion for the year ended 2007, including severance, a
substantial portion of which management believes to be non-recurring.

These acquisitions were accounted for using the purchase method of
accounting. The revenues and expenses related to assets and interesis
acquired are included in the Company's historical results of operations
from the date of purchase.




The pro forma financial information is presented for informational purposes only and may not be indicative of what actual results of operations

would have been had the acquisitions occurred as indicated, nor does it purpert to represent the results of the operations for future periods

(in thousands, except per share data):

For the year ended December 31,

(Unaudited}
2007 2006 2005

Pro forma revenues $ 937,745 $ 930,814 } 686,054
Pro forma income from continuing operations S 146,417 % 203,155 164,348
Pro forma income from discentinued operations $ 20,342 $ 21,230 31,706
Pro forma net income applicable to common shareholders $ 184,909 $ 244,460 $ 229,025
Per share data:
Basic earnings per share data:

Income from continuing operations applicable to common shareholders $ 1.33 $ 77 $ 182

Income from discontinued operations .17 0.17 0.29

Net income applicable to common shareholders 3 1.50 $ 194 $ 2.1
Diluted earning per share data:

income from continuing operations appiicable to common sharehelders $ 1.32 $ 1.76 $ 1.8

Income from discontinued operations 0.16 0.17 0.29

Net income applicable to common shareholders $ 1.48 $ 1.93 $ 2.10

The above supplemental pro forma financial infermation does not
present the acquisitions described below or the disposition of real estate
assets. [n addition, the above suppfemental pro forma operating data does
not present the sale of assets for the years ended December 31, 2007 and
20086, or the formation of the Dividend Capital Total Realty Trust Joint
Venture. The Company sold 78 of the assets acquired in the merger with
IRRETI to an independent buyer and through the contribution of assets to
joint ventures,

During the year ended December 31, 2006, the Company acquired its
partners' interests, at an initial aggregate investment of approximately
$94.1 million, net of mortgages assumed, in the following joint venture
properties:

Company-
Owned
Interest Square Feet
Acquired (thousands)
Pheenix, Arizona 50% 197
Pasadena, California 75% 557
Salishury, Maryland 500% 126
Apex, North Caralina 80%:/200% 124
San Antonio, Texas 50% Under Development
1,204

Additionally, the Company acquired cne Mervyns site for approximately
$12.4 million (Note 17).

During the year ended December 31, 2005, the Company acquired its
partner's 20% interest in one joint venture. This property aggregates
approximately 0.4 million square feet of Company-owned GLA at an initial
aggregate investment of approximately $3.2 million. Additionally, the Company
acquired one Mervyns site for approximately $14.4 million {Note 17).

5. Notes Receivable

The Company owns notes receivables aggregating $18.6 million and
$18.2 million, including acerued interest, at December 31, 2007 and 2006,
respectively, which are classified as hetd to maturity. The notes are secured
by certain rights in future development projects and partnership interests,
The notes bear interest ranging from 5.5% to 12.0% with maturity dates
ranging from payment on demand through July 2026.

Included in notes receivable are $17.4 million and $16.5 million of tax
incremental financing bonds or notes (*TIF Bonds"], plus accrued interest
at December 31, 2007 and 2006, respectively, from the Town of Plainville,
Connecticut (the “Plainville Bonds™), the City of Merriam, Kansas (the
“Merriam Bonds®), the City of St. Louis, Missouri (the "Southtown Notes")
and the Chemung County Industrial Development Agency {the “Horsehead
Bonds"}. The Plainville Bonds, with a principal balance of $7.0 million and
$7.1 million at December 31, 2007 and 2006, respectively, mature in April
2021 and bear interest at 7.125%. The Merriam Bonds, with a principal
balance of $6.0 million and $7.1 million at December 31, 2007 and 2008,
respectively, mature in February 2016 and bear interest at 6.9%. The
Southtown Notes, with a principal balance of $2.5 million and $2.3
million at December 31, 2007 and 2006, respectively, mature in July 2026
and bear interest ranging from 7.13% to 8.50%. The Horsehead Bends,
with an aggregate principal balance of $1.9 million at December 31, 2007,
mature in April 2014 and April 2018, respectively, and bear interest at
5.5%. Interest and principal are payable solely from the incremental real
estate taxes, if any, generated by the respective shopping center and
development project pursuant to the terms of the financing agreement.

6. Deferred Charges
Deferred charges consist of the following [in thousands):

December 31,

2007 2006

Deferred financing costs $ 54,547 $ 39,748
Less: Accumulated amortization {23,375) (16,040)
$ 31,172 $ 23,708

The Company incurred deferred financing costs aggregating $17.6 miltion
and $9.6 million in 2007 and 20086, respectively. Deferred financing costs

paid in 2007 and 2006 primarily relate to the issuance of convertible notes
(Note 9}, modification of the Company's unsecured credit agreements, and
expansion of term loans [Note 8). Amortization of deferred charges was
$10.1 mitlion, $7.1 million and $6.1 million for the years ended December
2007, 2006 and 2005, respectively.




7. Other Assets

Other assets consist of the following (in thousands):

December 31,

2007 2006
Intangibte assets:
In-place leases [including lease origination cosis
ang fair market value of leases), net $ 3,20 $ 1485
Tenant relations, net 22,102 12 969
Total intangible assets 53,303 14,454
Other assets:
Prepaids, deposits and other assets 80,191 65013
Total other assets $ 133,494 $ 79.467

The amartization period of the in-place leases and tenant relations is
approximately two to 31 years and ten years, respectively. The Company
recorded amortization expense of approximately $8.2 miliion, $5.5 million
and $6.1 million for the years ended December 31, 2007, 2006 and 2005,
respectively. The estimated amortization expense associated with the
Company's intangible assets is $8.5 million, $8.4 million, $8.4 million,
$7.5 million and $7.4 millien for the years ending December 31, 2008,
2008, 2010, 2011 and 2012, respectively. Other assets consist primarily of
deposits, land options and other prepaid expenses,

8. Revolving Credit Facitities and Term Loans

The Company maintains an unsecured revelving credit facility with a
syndicate of financial institutions, for which JP Morgan serves as the
administrative agent (the "Unsecured Credit Facility”), which was amended
in December 2007. The Unsecured Credit Facility allows for borrowings of
$1.25 billion, an accordion feature for a future expansion to $1.4 billion
and 3 maturity date of June 2010, with a one-year extension option. The
Unsecured Credit Facility includes a competitive bid aption on periodic
interest rates for up to 50% of the facility. The Company's borrowings
under the Unsecured Credit Facility bear interest at variable rates at the
Company's election, based on either (i} the prime rate, as defined in the
facility or (i) LIBOR, plus a specified spread (0.60% at December 31, 2007).
The specified spread over LIBOR varies depending on the Company's long-term
senior unsecured debt rating from Standard and Poor's and Moody's
Investors Service. The Company is required to comply with certain
covenants relating to total outstanding indebtedness, secured indebtedness,
maintenance of unencumbered real estate assets and fixed charge coverage.
The Unsecured Credit Facility is used to finance the acquisition, development
and expansion of shopping center properties, to provide warking capital
and for general corporate purposes. The Company was in compliance with
these covenants at December 31, 2007. The facility also provides for a
facility fee of 0.15% on the entire facility. At December 31, 2007 and 2006,
total borrowings under the Unsecured Credit Facility aggregated $709.5
millicn and $297.5 million, respectively, with a weighted average interest
rate of 5.5% and 5.6%, respectively.

The Company also maintains a $75 million unsecured revolving credit
facility, amended in December 2007, with National City Bank (together
with the $1.25 billion Unsecured Credit Facility, the "Revolving Credit
Facilities”). This facility has a maturity date of June 2010, with a one-year
exiension option, and reflects terms consistent with those contained in
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the Unsecured Credit Facility. Borrowings under the facility bear interest
at variable rates based on the prime rate as defined in the facility or LIBOR
plus a specified spread (0.60% at December 31, 2007). The specified spread
over LIBOR is dependent on the Company's long-term senior unsecured
debt rating from Standard and Poor's and Moody's Investors Service. The
Company is required to comply with certain covenants relating to total
outstanding indebtedness, secured indebtedness, maintenance of
unencumbered real estate assets and fixed charge coverage. The Company
was in compliance with these covenants at December 31, 2007. At December
31, 2007 and 2006, there were no borrowings outstanding.

Additionally, the Company maintains a collateralized term loan with a
syndicate of financial institutions, for which KeyBank Capital Markets
serves as the administrative agent (Term Loan”). The Term Lloan was
amended in 2007 to increase the borrowings to $800 million, to extend
the maturity date and to reduce the interest rate to LIBOR plus a specified
spread based on the Company's current credit rating (0.70% at December
31, 2007). The Term Loan matures in February 2011, with a one-year extension
option. The collateral for this Term Loan is assets, or investment interests
in certain assets, that are already collateralized by first mortgage loans.
The Company is required to comply with simitar covenants as agreed upon
in the Company's Revolving Credit Facrlities. The Company was in compliance
with these covenants at December 31, 2007. At December 31, 2007 and
2008, total borrowings under this facility aggregated $800.0 million and
$400.0 million, respectively, with a weighted average interest rate of 5.8%
and 5.9%, respectively.

In February 2007, the Company entered into a $750 million unsecured
bridge facility (“Bridge Facility”) with Bank of America, N.A. in connection
with the financing of the IRRETI merger. The Bridge Facility had a maturity
date of August 2007 and bore interest at LIBOR plus 0.75%. This Bridge
Facility was repaid in June 2007. Following the repayment, the Company
did not have the right to draw on this Bridge Facility.

Total fees paid by the Company on its Revolving Credit Facilities and
Term Loans in 2007, 2006 and 2005 aggregated approximately $1.9 million,
$1.7 million and $2.0 million, respectively. At December 31, 2007 and
2006, the Company was in compliance with all of the financial and other
covenant requirements.

9. Fixed-Rate Notes

The Company had outstanding, unsecured fixed-rate notes in the aggregate
of approximately $2.6 billion and $2.2 billion at December 31, 2007 and
2006, respectivety. Several of the notes were issued ar a discount
aggregating $2.8 million and $3.9 million at December 31, 2007 and 2008,
respectively. The effective interest rates of the unsecured notes range from
3.4% to 7.5% per annum,

In March 2007, the Company issued $600 million of 3.0% senior
convertible notes due in 2012 (the "2007 Senior Convertible Notes®). The
2007 Senior Convertible Notes were issued at par and pay interest in cash
semi-annually in arrears on March 15 and September 15 of each vear,
beginning on September 15, 2007. The 2007 Senior Convertible Notes
are senior unsecured obligations and rank equally with all other senior
unsecured indebtedness. The 2007 Senior Convertible Notes are subject to
net settlement and have an initial conversion price of approximately
$74.75 per common share. If certain conditions are met, the incremental




value can be settled in cash or the Company's common shares, at the
Company's option. The 2007 Senior Convertible Notes may only be converted
prior to maturity based on certain provisions in the governing note documents.
In connection with the issuance of these notes, the Company entered inte a
registration rights agreement for the common shares that may be issuable
upon conversion of the 2007 Senior Convertible Notes.

Concurrent with the issuance of the 2007 Senior Convertible Notes, the
Company purchased an option on its common stock in a private transaction
in order to effectively increase the conversion price of the notes to an
initial conversion price of $87.2% per share. This purchase option allows
the Company to receive a number of the Company's common shares [up to
a maximum of approximately 1.1 million shares), from counterparties
equal to the amounts of common shares andfor cash related to the excess
conversion value that it would pay to the holders of the 2007 Senior
Convertible Notes upon conversion. The option, which cost $32.6 million,
was recorded as a reduction of shareholders' equity.

In August 2006, the Company issued $250 million of seniaor convertible
notes due 2011 (the 2006 Senior Convertible Notes”) (together with the
2007 Senior Convertible Notes , the "Senior Convertible Notes'). The 2006
Senior Convertible Notes are subject to net settlement have an initial
conversion price of $65.11 per share into the Company’'s common shares
or cash, at the option of the Company. In connection with the issuance of
these notes, the Company entered into a registration rights agreement for
the common shares that may be issuable upon conversion of the 2006
Senior Convertible Notes.

Concurrent with the issuance of the 2006 Senior Convertible Notes, the
Company purchased an option on its common stock in a private transaction,
effectively increasing the conversion price of the notes to an initial
conversion price of $74.41 per common share. This option allows the
Company to receive shares of the Company’s common shares (up to a
maximum of approximately 0.5 million shares) from counterparties equal
to the amounts of common shares andfor cash related to the excess
conversion value that the Company would pay to ihe holders of the 2006
Senior Convertible Notes upon conversion. The option will terminate upon
the earlier of the maturity dates of the related 2006 Senior Convertible
Notes or the first day all of the related 2006 Senicr Convertible Notes are
no longer outstanding due to conversion or otherwise. The option, which
cost $10.3 million, was recorded as a reduction of shareholders' equity.

The Company's various fixed-rate notes have maturities ranging
from January 2008 to July 2018. Interest coupon rates ranged from
approximately 3.0% to 7.5% (averaging 4.5% and 5.1% at December 31,
2007 and 2008, respectively). Notes issuwed prior to December 31, 2001,
aggregating $200 million, may not be redeemed by the Company pricr to
maturity and will not be subject to any sinking fund requirements. Notes
issued subsequent to 2001, aggregating $1.2 billion at December 31,
2007, may be redeemed based upon a yield maintenance calculation. The
notes issued in October 2005 (aggregating $348.9 million} are redeemable
prior to maturity at par value plus a make-whole premium. If the notes
issued in October 2005 are redeemed within 90 days of the maturity date,
no make-whote premium will be paid. The convertible notes aggregating
$850 million may be converted pricr to maturity into cash equal to the
lesser of the principal amount of the note or the conversion value and, to

the extent the conversion value exceeds the principal amount of the note,
shares of the Company's common stock. The fixed-rate senior notes and
convertible notes were issued pursuant to an indenture dated May 1,
1994, as amended, which contains certain covenants including limitation
on incurrence of debt, maintenance of unencumbered real estate assets
and debt service coverage. Interest is paid semi-annually in arrears,

10. Mortgages Payable and Scheduled
Principal Repayments

At December 31, 2007, mortgages payable, collateralized by investments
and real estate with a net book value of approximately $2.9 billion and
related tenant leases, are generally due in monthly installments of principal
andjor interest and mature at various dates through 2037. Fixed-rate debt
obligations included in mortgages payable at December 31, 2007 and
2006, aggregated approximately $1,310.8 million and $1,140.9 million,
respectively. Fixed interest rates ranged from approximately 4.20% to 10.20
(averaging 6.2% and 6.6% at December 31, 2007 and 2006, respectively).
Variable-rate debt obligations totaled approximately $148.5 million and
$192.4 million at December 31, 2007 and 2008, respectively. Interest rates on
the variable-rate debt averaged 6.2% at December 31, 2007 and 2006.

Included in mortgage debt are $72.8 million and $14.1 million of
tax-exempt certificates with a weighted average fixed interest rate of
4.1% and 7.0% at December 31, 2007 and 2006, respectively.

As of December 31, 2007, the scheduled principal payments of the
Revolving Credit Facilities, Term Loans, fixed-rate senior notes and mortgages
payable for the next five years and thereafter are as follows (in thousands):

Year Amount
2008 $ 389,643
2009 426,091
2010 1,692,060
201 1,502,282
2012 1,064,800
Thereafter 616,138

$ 5,591,014

Included in principal payments are $709.5 million in the year 2010 and
$800 million in the year 2011, associated with the maturing of the
Revolving Credit Facilities and the Term Loans, respectively.

11. Financial Instruments

The following methods and assumptions were used by the Company in
estimating fair value disclosures of financial instruments:

Cash and cash equivalents, restricted cash, accounts receivable,
accounts payable, accruals and other liabilities

The carrying amounts reported in the balance sheet for these financial
instruments approximated fair value because of their short-term maturities.
The carrying amount of straight-line rents receivable does not materially
differ from its fair market value,

Notes receivable and advances to affiliates
The fair value is estimated by discounting the current rates at which

management believes similar koans would be made. The fair value of these
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notes was approximately $16.9 million and $29.0 million at December 3t,
2007 and 2006, respectively, as compared to the carrying amounts of
$16.9 million and $28.4 million, respectively. The carrying value of the TIF
Bonds {Note 5) approximated its fair value at December 31, 2007 and
2006. The fair value of loans to affiliates is not readily determinable and
has been estimated by management based upon its assessment of the
interest rate and credit risk.

Debt

The carrying amounts of the Company's borrowings under its Revolving
Credit Facilities and Term Loans approximate fair value because such
borrowings are at variable rates and the spreads are typically adjusted to
reflect changes in the Company’s credit rating. The fair value of the fixed-rate
senior notes is based on borrowings with a similar semaining maturity
based on the Company's estimated interest rate spread over the applicable
treasury rate or quoted market price. Fair value of the mortgages payable
is estimated using a discounted cash flow analysis, based on the Company's
incremental borrowing rates for similar types of borrowing arrangements
with the same remaining maturities.

Considerable judgment is necessary to develop estimated fair values of
financial instruments. Accordingly, the estimates presented herein are
not necessarily indicative of the amounts the Company could realize on
disposition of the financial instruments.

Financial instruments at December 31, 2007 and 2008, with carrying
values that are different than estimated fair values, are summarized as
follows (in thousands):

2007 2006
Carryin Fair Carrying Fair
Amoun Value Amount Value
Senior notes $ 2,622,219  $ 2,450,361 $2218020 $ 2,221,553
Mortgages payable
and other
indebtedness 1.459,336 1,501,345 1,333,292 1,347,501
$ 4,081,555 $ 3,951,706 $ 3,551,312 § 3,569,054

Accounting Policy for Derivative and Hedging Activities

All derivatives are recognized on the balance sheet at their fair value, On
the date that the Company enters into a derivative, it designates the
derivative as a hedge against the variability of cash flows that are to be
paid in connection with a recognized liability or forecasted transaction.
Subsegquent changes in the fair value of a derivative designated as a cash
flow hedge that is determined to be highly effective are recorded in other
comprehensive income [(loss), until earnings are affected by the variability
of cash flows of the hedged transaction. Any hedge ineffectiveness is
reported in current earnings.

From time to time, the Company enters into interest rate swaps to
convert certain fixed-rate debt obligations to a floating rate (a “fair value
hedge”). This is consistent with the Company's overall interest rate risk
management strategy te maintain an appropriate balance of fixed-rate
and variable-rate borrowings. Changes in the fair value of derivatives that
are highly effective and that are designated and qualify as & fair value
hedge, along with changes in the fair value of the hedged liability that are
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attributable to the hedged risk, are recorded in current-period earnings.
If hedge accounting is discontinued due to the Company's determination
that the refationship no longer qualified as an effective fair vatue hedge, the
Company will continue to carry the derivative on the balance sheet at its
fair value but cease to adjust the hedged liability for changes in fair value.

The Company formally documents all relationships between hedging
instruments and hedged items, as well as its risk management objective
and strategy for undertaking various hedge transactions. The Company
formally assesses (both at the hedge’s inception and on an ongoing basis)
whether the derivatives that are used in hedging transactions have been
highly effective in offsetting changes in the cash flows of the hedged
items and whether those derivatives can be expected to remain highly
effective in future periods. Should it be determined that a derivative is
not (or has ceased to be) highly effective as a hedge, the Company will
discontinue hedge accounting on a prospective basis.

Risk Management

The Company enters into derivative contracts to minimize significant
unplanned fluctuations in earnings that are caused by interest rate volatility
or in the case of a fair value hedge to minimize the impacts of changes in the
fair value of the debt. The Company does not typically utilize these
arrangements for trading or speculative purposes. The principal risk to the
Company through its interest rate hedging strategy is the potential inability
of the financial institutions, from which the interest rate swaps were
purchased, to cover all of their obligations. To mitigate this exposure, the
Company purchases its interest rate swaps from major financial institutions.

Cash Flow Hedges

In November 2007, the Company entered into a treasury lock with a
notional amount of $100 million. The treasury lock was executed to
hedge the benchmark interest rate associated with forecasted interest
payments associated with the anticipated issuance of fixed-rate borrowings,
with a maximum term of five years. The treasury lock was designated and
qualified as a cash flow hedge at December 31, 2007. The treasury lock
had a negative fair value of $2.3 million at December 31, 2007, and is
included within other liabilities in the consolidated balance sheet. All
components of the treasury lock's loss were included in the assessment
of hedge effectiveness, and the amount of hedge ineffectiveness
recorded for the year ended December 31, 2007, was not material.
Upon commencement of the forecasted interest payments, which are
expected to occur in the first quarter of 2008, the Company will reclassify
its gain or loss on the effective portion of the treasury lock from accumulated
other comprehensive income into earnings, based on the effective-yreld
method. The treasury lock has a strike price of 3.9% and will expire in
February 2008.

In August 2007, the Company entered into an interest rate swap with
a notional amount of $100 million for a 4.5-year term. This swap was
executed to hedge a portion of interest rate risk associated with variable-rate
borrowings. The swap was effective at August 2007, and converts LIBOR
into a fixed rate of approximately 4.8% for $100 million of term loan debt.

In February 2007, a consolidated affiliate of the Company entered into
an aggregate notional amount of $600 million of forward-starting interest




rate swaps. The swaps were executed to hedge the benchmark interest rate
and swap spread associated with forecasted interest payments related
to the anticipated issuance of fixed-rate borrowings. The swaps were
terminated in connection with the issuance of the forecasted fixed-rate
borrowing formation and financing of the Fund (Note 2) in April 2007.

In 20086, the Company entered into five interest rate swaps with notional
amounts aggregating $500 million ($200 mitlion for a three-year term
and $300 million for a four-year term). Interest rate swaps aggregating
$400 million effectively convert Term Loan floating rate debt into a fixed
rate of approximately 5.8%. Interest rate swaps aggregating $100 million
effectively convert Revolving Credit Facilities floating rate debt into a
fixed rate of approximately 5.4%. As of December 31, 2007 and 2006, the
aggregate fair value of the Company's $600 million and $500 million,
respectively, of interest rate swaps was a liability of $17.8 million and
$1.1 million, respectively, which is included in other liabilities in the
consclidated balance sheets. For the year ended December 31, 2007, the
amount of hedge ineffectiveness was not material.

All components of the interest rate swaps were included in the assessment
of hedge effectiveness. The Company expects that within the next 12
months it will reflect as a decrease to earnings of $5.9 million for the
amount recorded in accumulated other comprehensive income. The fair
value of the interest rate swaps is based upon the estimated amounts the
Company would receive or pay to terminate the contracts at the reporting
date and is determined using interest rate market pricing models.

Unconsolidated Joint Venture Derivative Instruments

At December 31, 2007 and 2006, certain of the Company’s unconsolidated
joint ventures had interest rate swaps with notional amounts aggregating
$557.3 million converting LIBOR to a weighted average fixed rate of
approximately 5.28%. The aggregate fair value of these instruments
at December 31, 2007 and 2006, was a liability of $20.5 million and
$5.0 million, respectively.

12. Commitments and Contingencies

Leases

The Company is engaged in the operation of shopping centers, which are
either owned or, with respect to certain shopping centers, operated under
tong-term ground leases that expire at various dates through 2070, with
renewal options. Space in the shopping centers is leased to tenants
pursuant to agreements that provide for terms ranging generally from one
month te 30 years and, in some cases, for annual rentals subject to
upward adjustments based on operating expense levels, sales volume or
contractual increases as defined in the lease agreements.

The scheduled future minimum revenues from rental properties
under the terms of all non-cancelable tenant leases, assuming no new
or renegotiated leases or option extensions for such premises for the
subsequent five years ending December 31, are as follows for continuing
operations (in thousands):

Year Amount
2008 $ 616,158
2009 569,938
2010 520,608
201 464 610
2012 397,303
Thereafter 2,088,278
$ 4,656,805

Scheduled minimum rental payments under the terms of all capitat and
ncn-cancelable operating leases in which the Company is the lessee,
principally for office space and ground leases, for the subsequent five years
ending December 31, are as follows for continuing operations (in thousands):

Operating Capital
Year Leases Leases
2008 $ 5446 $ 315
2009 517¢ s
2010 4,697 315
20m 4,602 315
2012 4133 350
Thereafier 149378 11,933

$ 173,435 $ 13,543

Commitments and Guarantees

In conjunction with the development and expansion of various shopping
centers, the Company has entered into agreements with general contractors
for the construction of shopping centers aggregating approximately
$60.5 million as of December 31, 2007.

At December 31, 2007, the Company had outstanding letters of credit
of approximately $76.3 million. The Company has not recorded any
obligation associated with these letters of credit. The majority of the letters
of credit are collateral for existing indebtedness and other obligations of
the Company.

As discussed in Note 2, the Company and certain equity affiliates entered
into several unconsolidated joint ventures with various third-party
developers. In conjunction with certain joint venture agreements, the
Company andfor its equity affiliates have agreed to fund the required capital
associated with approved development projects, composed principally
of outstanding construction contracts, aggregating approximately
$38.9 million as of December 31, 2007. The Company andfor its equity
affiliates are entitled to receive a priority return on these capital advances
at rates ranging from 10.0% to 11.0%.

In connection with certain of the Company's unconsolidated joint
ventures, the Company agreed to fund any amounts due the joint
venture's lender if such amounts are not paid by the joint venture based

an the Company's pro rata share of such amount, aggregating $71.3 million
at December 31, 2007. The Company and its joint venture partner provided
a $33.0 million payment and performance guarantee on behalf of the




Mervyns Joint Venture to the joint venture's lender in certain events such
as the bankruptcy of Mervyns, The Company’s maximum obligation is
equal to its effective 50% ownership percentage, or $16.5 million.

In connection with the transfer of one of the properties to DDR
Macquarie Fund LLC, the Company deferred the recognition of approximately
$2.6 million at December 31, 2007, of the gain on sale of real estate
related to a shortfall agreement guarantee maintained by the Company.
DDR Macquarie Fund LLC is obligated to fund any shortfall amount
caused by the failure of the landlord or tenant to pay taxes on the shopping
center when due and payable. The Company is obligated to pay any shortfall
to the extent that the shortfall is not caused by the failure of the landlord
or tenant to pay taxes on the shopping center when due and payable. No
shortfall payments have been made on this property since the completion
of construction in 1997.

The Company entered into master lease agreements from 2005 through
2007 in connection with the transfer of properties to certain unconsolidated
joint ventures, which are recorded as a liability and reduction of its related
gain. The Company is responsible for the monthly base rent, all operating
and maintenance expenses and certain tenant improvements and leasing
commissions for units not yet leased at closing for a three-year period. At
December 31, 2007, the Company's significant master lease obligations,
included in accounts payable and other expenses, in the following
amounts, were incurred with the properties transferred to the following
unconsolidated joint ventures (in millions):

7Deccmbcr n,
2007 2006
DDR Macquarie Fund LLC $ 01 $ 21
DCR Markaz Il 0.2 0.6
DOR MDT PS LLC 1.1 33
Dividend Capital Total Realty Trust Joint Venture 1.6 -
$ 24 $ 60

In connection with Service Holdings LLC, the Company guaranteed the
base rental income from gne to three years for various affiliates of Service
Holdings LLC in the aggregate amount of $2.8 million. The Company has
not recorded a liability for the guarantee, as the subtenants of Service
Holdings LLC affiliates are paying rent as due. The Company has recourse
against the other parties in the partnership in the event of default. No
assets of the Company are currently held as collateral te pay this guarantee.

As a result of the IRRETI merger, the Company assumed certain
environmental and non-recourse obligations of DDR — SAU Retail Fund
LLC pursuant to eight guaranty and environmental indemnity agreements.
The Company's guaranty is capped at $43.1 million in the aggregate,
except for certain events, such as fraud, intentional misrepresentation or
misappropriation of funds.

Related to one of the Company’s developments in Long Beach, California,
the Company guaranteed the payment of any special taxes levied on the
property within the City of tong Beach Community Facilities District
No. 6 and attributable to the payment of debt service on the bonds for
periods prior to the completion of certain improvements related to this
project. In addition, an affiliate of the Company has agreed to make an
annual payment of approximately $0.6 million to defray a portion of the
operating expenses of a parking garage through the earlier of October
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2032 or the date when the city's parking garage bonds are repaid. No
assets of the Company are currently held as collateral related to these
obligations. The Company has not recorded a liability for the guarantee.

The Company has guaranteed certain special assessment and revenue
bonds issued by the Midtown Miami Community Development District. The
bond proceeds were used by the District to finance certain infrastructure
and parking facility improvements. As of December 31, 2007, the remaining
debt service obligation guaranteed by the Company was $11.7 million.
In the event of a debt service shortfall, the Company is responsible for
satisfying the shortfall. There are no assets held as collateral or liabilities
recorded related to these guarantees. To date, tax revenues have exceeded
the debt service payments for these bonds.

Related to the development of a shopping center in San Antonio, Texas,
the Company guaranteed the payment of certain road improvements
expected to be funded by the City of San Antonio, Texas, of approximately
$0.8 million. These road improvements are expected to be completed in
2008. There are no assets held as collateral or liabilities recorded related to
this guarantee.

The Company continually monitors obligations and commitments
entered into on its behalf, There have been no other material items
entered into by the Company since December 31, 2003, through December
31, 2007, other than as described above.

Legal Matters

The Company and its subsidiaries are subject to various legal proceedings,
which, taken together, are not expected to have a material adverse effect
on the Company. The Company is also subject to a variety of legal actions
for personal injury or property damage arising in the ordinary course of its
business, most of which are covered by insurance. While the resolution of
all matters cannot be predicted with certainty, management believes that
the final outcome of such legal proceedings and claims will not have a
material adverse effect on the Company's liquidity, financial position or
results of operations.

13. Minority Equity Interests, Operating Partnership Minority
Interests, Preferred Shares, Common Shares and Common
Shares in Treasury and Deferred Obligations

Minority Equity Interests

Minority equity interests consist of the following (in millions):

December 31,

2007 2006
Mervyns Joint Venture $ 746 $ 776
Shopping centers and development parcels in Arizona,

Missouri, New York, Texas and Utah 3.8 8.2
Business censer in Massachusetts 20.5 16.5
Coventry | - 23
ECE Joint Venture 12.9 -

$ 1.8 $ 1046




Operating Partnership Minority Interests

At December 31, 2007 and 2006, the Company had 861,893 and 872,373
operating partnership mingrity interests {"OP Units") outstanding,
respectively. These OP Units, issued to different partnerships, are
exchangeable, at the election of the OP Unit holder, and under certain
circumstances at the option of the Company, into an equivalent number
of the Company's commaon shares or for the equivalent amount of cash.
Most of these OP Units have registration rights agreements equivalent to
the amount of OP Units held by the holder if the Company elects to settle
in its common shares. The liability for the OP Units is classified on the
Company's balance sheet as operating partnership minority interests.

The OP Unit holders are entitled to receive distributions, per OP Unit,
generally equal to the per share distributions on the Company's common
shares.

In 2007, the Company purchased 10,480 OP Units for cash of $0.7 million.
In 2008, the Company purchased 32,274 OP Units for cash of $2.1 million.
Also in 2006, 0.4 million of OP Units were converted into an equivalent
number of common shares of the Company. These transactions were treated
as a purchase of minority interest.

Preferred Operating Partnership Units

In February 2007, a consolidated subsidiary of the Company issued to a
designee of Wachovia Bank, N.A. ("Wachovia"), 20 million preferred units
(the “Preferred OP Units™), with a liquidation preference of $25 per unit,
aggregating $500 million of one of the net assets of the Company's
consolidated subsidiaries. In accordance with terms of the agreement, the
Preferred OP Units were redeemed at 97.0% of par in June 20607 from the
proceeds related to the sale of assets.

Preferred Shares

The Company's preferred shares outstanding at December 31 are as follows
{in thousands):

2007 2006

Class F — B.60% cumuiative redeemable preferred shares,

without par value, $250 liquidation value;

750,000 shares authorized: 600,000 shares issued

and outstanding at December 31, 2006 $ -
Class G — B.0% cumulative redeemable preferred shares,

without par value, $250 liquidation value,

750,000 shares authorized; 720,000 shares issued

and outstanding at December 31, 2007 and 2006
Class H — 7.375% cumulative redeemable preferred shares,

without par value, $500 liquidation value;

410,000 shares authorized; 410,000 shares issued

and outstanding at December 33, 2007 and 2006
Class | — 7.5% cumulative redeemable preferred shares,

without par value, $500 liquidation value;

345,000 shares authorized; 340,000 shares issued

and outstanding at December 31, 2007 and 2006

$ 150,000
180,000 180,000
205,000

205,000

170,000
$555,000

170,000
$ 705,000

In April 2007, the Company redeemed all outstanding shares of its 8.6%
Class F Cumulative Redeemable Preferred Shares, aggregating $150
million, at a redemption price of $25.10750 per Class F Preferred Share
(the sum of $25.00 per share and a dividend per share of $0.10750 prorated
to the redemption date). The Company recorded a charge to net income

applicable to commaon shareholders of $5.4 million refating to the write-off
of original issuance costs.

The Class G depositary shares represent 1/10 of a preferred share and
have a stated value of $250 per share, The Class H and | depositary shares
represent 1/20 of a Class H and Class | preferred share, respectively, and
have a stated value of $500 per share. The Class G, Class H and Class |
depositary shares are not redeemable by the Company prior to March 28,
2008, July 28, 2008, and May 7, 2009, respectively, except in certain
circumstances relating to the preservation of the Company’s status as a REIT.

The Company's authorized preferred shares consist of the following:

* 750,000 Class A Cumulative Redeemable Preferred Shares, without par value
* 750,000 Class B Cumulative Redeemable Preferred Shares, without par value
® 750,000 Class C Cumulative Redeemable Preferred Shares, without par value
® 750,000 Class D Cumulative Redeemable Preferred Shares, without par value
¢ 750,000 Class E Cumulative Redeemable Preferred Shares, without par value
e 750,000 Class F Cumulative Redeemable Preferred Shares, without par value
® 750,000 Class G Cumulative Redeemable Preferred Shares, without par value
* 750,000 Class H Cumulative Redeemable Preferred Shares, without par value
* 750,000 Class | Cumulative Redeemable Preferred Shares, without par value
® 750,000 Class J Cumulative Redeemable Preferred Shares, without par value
* 750,000 Class K Cumulative Redeemable Preferred Shares, without par value
* 750,000 Non Cumulative Preferred Shares, without par value

Common Shares

The Company's common shares have a $0.10 per share stated value.

In December 2008, the Company entered into forward-sale agreements
in anticipation of the merger with IRRETI (Note 4}. In February 2007, the
Company settled this contract and issued an aggregate of 11.6 million of
its common shares for approximately $750 million. In February 2007, the
Company issued an additional 5.7 million of its commaon shares as a part
of the consideration to the IRRETI shareholders (Note 4).

Common Shares in Treasury and Deferred
Compensation Obligations

In August 2006 and March 2007, the Company's Board of Directors
autherized the Company to repurchase 903,000 and 1,878,311 common
shares, respectively, of the Company's common stock at a cost of $53.15
per share and $62.29 per share, respectively, in connection with the
issuance of the Company's convertible notes in each respective year (Note 9.
In June 2007, the Company's Board of Directors authorized a common
share repurchase program. Under the terms of the program, the Company
may purchase up to a maximum value of $500 million of its common
shares over a two-year period. As of December 31, 2007, the Company had
repurchased 5.6 million of its common shares under this program at a
weighted average cost of $46.66 per share.

In 2006 and 2005, certain officers and a director of the Company
completed a stock for stock option exercise and received approximately
0.3 million and 0.1 million common shares, respectively, in exchange for
0.2 million and 0.1 million common shares of the Company. In addition,
vesting of restricted stock grants approximating 0.1 million, iess than
0.1 million and 0.1 million common shares in 2007, 2006 and 2005,
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respectively, was deferred. The Company recorded $6.7 million, $0.8 million
and $1.4 miltion in 2007, 2006 and 2005, respectively, in shareholders’
equity as deferred compensation cbligations for the vested restricted stock
deferred into the Company's non-qualified deferred compensation plans.

14, Other Income

Other income from continuing operations was composed of the foliowing
(in thousands):
For the year ended December 31,

2007 2006 2005

Lease terminations znd
bankruptey settlements $ 4,989 $ 1398% $ 5078
Acquisitions and financing fees! 7.881 414 2424
Other, net 855 454 960
Total other income $ 13,725 $ 14,857 $ 8,462

W Includes acquisition fees of $6.3 million earned from the farmation of the TIAA-CREF Joint Venture in February 2007, exetuding the
Company’s retained ownership interest of approximately 15%. The Company's fees were earned in onjunction with services rendersd
by the Company in connection with the acquisition of the iRRETI real estate assetx Financing fecs were carned in connection
with the formation and refinancing of unconsolidated jont ventures, excluding the Company's retained owniership interst.

The Company's fees are carned in conjunction with the closing and amount of the financing transaction by the joint venture.

15. Comprehensive Income

Comprehensive income is as follows (in thousands):

For the year ended December 31,

2007 2006 2005
Net income $ 276,047 $ 253,264 $ 282,643
QOther comprehensive income:
Change in fair value of interest
rate contracts {20,126) (2,729} 10,618
Amortization of interest rate contracts (1,454) (1,454) (520)
Foreign currency translation 22,16 1,587 -
Other comprehensive income 1,136 {2,596) 10,089
Total comprehensive income $277.183  $250668  § 292,742

16. Discontinued Operations and Disposition of Real Estate
and Real Estate Investments

Discontinued Operations

During the year ended December 31, 2007, the Company scld 67
properties {including one property held for sale at December 31, 2008,
and 22 properties acquired through the IRRETI merger in 2007) and one
property was classified as held for sale, which were classified as discontinued
operations for the years ended December 31, 2007, 2006 and 2005,
aggregating 6.3 million square feet of Company-owned GLA. The Company
had one property considered held for sale at December 31, 2007 and
2006. Included in discontinued operations for the three years ending
December 31, 2007, are 109 properties aggregating 11.0 million square
feet of Company-owned GLA. Of these properties, 84 previously had been
included in the shopping center segment and 25 of these properties
previously had been included in the business center segment (Note 21).
The operations of these properties have been reflected on a comparative
basis as discontinued operaticns in the consolidated financial statements
for the three years ended December 31, included herein.
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The balance sheet relating to the assets held for sale and the operating
results relating to assets sold or designated as assets held for sale after
December 31, 2004, are as follows (in thousands):

.. December 31,

72007 2006

Land $ 3.365 $ 685
Building 2,494 7,679
Other real estate assets 4 194
5,863 8,558

Less: Accumulated depreciation {67} (3,326)
5,796 5,232

Other assets - 92
Total assets held for sale $ 5,796 $ 5324

For the year ended December 31,

2007 2006 2005
Revenues $ 28,839 $ 49,402 $ 70,462
Expenses:

Dperating 8,206 13,407 22,086
Impairment charge - - 642
Interest, net 7,176 14,295 15,531
Depreciation 5274 1,521 17,097
Minority interests - - 67
20,656 39,223 55,423

Income from discontinued cperations 8,183 10,179 15,039
Gain on disposition of real estate, net of tax 12,259 11,051 16,667
$ 20,442 $21,230 $ 31,706

The Company sold properties and recorded gains on dispositions, as
described below, for the three years ended December 31, 2007 (in millions):

Number Gain on
of Properties Disposition
old of Real Estate
2007 67 $ 123
2006 6 1.1
2005 35 16.7

In the second quarter of 2005, the Company recorded an impairment
charge of $0.6 million relating to ane remaining former Best Products site
sold in the third quarter of 2005. This impairment charge was reclassified into
discontinued aperations (see table above) due to the sale of the property.




Disposition of Real Estate and Real Estate Investments

The Company recorded gains on disposition of real estate and real
estate investments for the three years ended December 31, 2007, as
follows [in millions):

For the year ended December 31,

2007 2006 2005
Transfer of assets to DDR Domestic
Retail Fund { W& 3 1.8 $ - $ -
Transfer of assets to Dividend Capita! Total
Realty Trust Joint Venture 50.3 - -
Transfer of assets to DPG Realty Holdings LLC! - 0.6 -
Transfer of assets to DDR Macquarie Fund LLC ™ - 9.2 81.2
Transfer of assets to DDR MDT PS LLC® - 389 -
Transfer of assets to Service Holdings LLC™® - 6.1 -
Land sales® 14.0 148 6.0
Previgusly deferred gains and other gains
and losses on dispositions® 2.8 2.4 0.9
$ 68.9 $ 72.0 $ 88.1

W This disposition is not classified as discontinucd operations due o the Company's eentinuing invohement through its retained
Qwntrship interest and managenent agreements.

1 The Company transterred two wholly-owned assets, The Company did not record a gain on the contribution of 54 assets, as these
assets were recently acquired through the merger with IRRET).

o The Company transferred three recently developed assets

W The Company transferred a newly developed expansion area adjacent 1 a shopping center awned by the joint venture.

 The Company transferred three assets in 2007, newly developed expansion arcas adjacent to four shopping centers owned by the
joint venture in 2006 and 12 asscts in 2005. The Company did not recard a gain an the contribution of three assets in 2007, as
these assels were recently aoquired through the merger with IRRETL

w The Company transferred six recently developed assets.

™ The Company transferred 51 retail sites previously occupied by Servics Merchandise,

w These dispasitions did not meet the ritéria for discontinued aperations as the land did not have any significant operations prior
disposition.

o These gains and Ipsses are primarily attributable to the subsequent leasing of units refated to master lease and other obligations
originally established on disposed propertics, whick arg no longer required.

17. Transactions With Related Parties

The Company sold a 4% interest in Coventry | to certain Coventry i
employees in 2005, At December 31, 2007, the Company owns a 100%
interest in Coventry | (Note 2).

As discussed in Note 2, the Company entered into the KLA/SM Joint
Venture in March 2002 with Lubert-Adler Real Estate Funds, which is
owned in part by a director of the Company. In August 2006, the Company
purchased its then partners' approximate 75% interest in the remaining 52
assets at a gross purchase price of approximately $138 millicn relating to
the partners' ownership, based on a total valuation of approximately $185
million for all remaining assets, including outstanding indebtedness. The
Company sold 51 of the assets to Service Holdings LLC in September 2006.

As discussed in Note 4, in 2005 the Company entered into the Mervyns
Joint Venture that acquired the underlying real estate of 36 operating
Mervyns stores for approximately $396.2 million. In 2006, the Mervyns
Joint Venture purchased one additional site for approximately $11.0 million,
and the Company purchased one additional site for approximately
$12.4 million. In 2005, the Company also purchased an additional site for
approximately $14.4 million. The assets were acquired from several funds,
one of which was managed by Lubert-Adler Real Estate Funds, which is
owned in part by a director of the Company.

The Company has a lease for office space owned by the mother of the
Chairman of the Board and CEQ ("CEQ™). General and administrative rental
expense assaciated with this office space aggregated $0.6 million for
each of the years ended December 31, 2007, 2006 and 2005. The Company
periodically utilizes a conference center owned by the trust of Bert Wolstein,
deceased founder of the Company, father of the CEQ, and one of its
principal shareholders, for Company-sponsored events and meetings. The

Company paid $0.2 million in 2007 and less than $0.1 millicn in each year
ended 2006 and 2005 for the use of this facility.
Transactions with the Company's equity affiliates are described in Note 2.

18. Benefit Plans

Stock-Based Compensation

The Company's stock cption and equity-based award plans provide for
grants to employees of the Company of incentive and non-gualified stock
options to purchase common shares of the Company, rights to receive the
appreciation in value of common shares, awards of common shares subject
to restrictions on transfer, awards of common shares issuable in the future
upon satisfaction of certain conditions and rights to purchase comman
shares and other awards based on common shares. Under the terms of the
award plans, swards available for grant approximated 1.7 miltion shares at
December 31, 2007. Options may be granted at per share prices not less
than fair market value at the date of grant, and in the case of options,
must be exercisable within the maximum contractual term of 10 years
thereof [or, with respect to incentive options granted to certain shareholders,
within five years thereof). Options granted under the plans generally vest
one year after the date of grant as to one-third of the optioned shares,
with the remaining options vesting over the following two-year period.

tn previous years, the Company granted options to its directors, Such
options were granted at the fair market value on the date of grant. All of
the options granted to the directors are currently exercisable.

Effective January 1, 2006, the Company adopted SFAS 123{R) using
the modified prospective method. The Company's consolidated financial
statements as of and for the vears ended December 31, 2007 and 2008,
reflect the impact of SFAS 123(R). In accordance with the modified
prospective method, the Company's consolidated financial statements for
prior periods have not been restated to reflect the impact of SFAS 123(R).
Prior to the adoption of FAS 123(R), the Company applied APB 25,
"Accounting for Stock ssued to Employees,” in accounting for its plans.
Accordingly, the Company did not recognize compensation cost for stock
options when the option exercise price equaled or exceeded the market
value on the date of the grant. See Note 1 for disclosure of pro forma
information regarding net income and earnings per share for 2005.
Assuming application of the fair vaiue method pursuant to SFAS 123, the
compensation cost, which was required to be charged against income for
all of the above mentioned plans, was $5.3 million for 2005.

The fair values for stock-based awards granted in 2007, 2006 and 2005
were estimated at the date of grant using the Black-Scholes option pricing
mode! with the following weighted average assumptions:

for the year ended December 31,

2002 2006 2005
Weighted average fair value of grants $9.76 $6.50 $4.52
Risk-free interest rate (range) 4.1%-4.80%  44%-51%  32%-43%
Dividend yield (range) 4,0%-4.9%  4200-50%  4.6%0-5.4%
Expected life {range} 3-5 years 3-4 years 3-6 years

Expected volatility (range) 19.2%-20.3% 19.8%-20.3% 19.8%-22.9%
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The risk-free rate was based upon a U.S. Treasury Strip with a maturity
date that approximates the expected term of the award. The expected life
of the award was derived by referring to actual exercise experience. The
expected volatility of the stock was derived by referring to changes in the
Company's historical stock prices over a time frame similar to the expected
life of the award. The Company has no reason to believe that future stock
volatility is likely to materially differ from historical volatility.

The following table reflects the stock option activity described above
(aggregate intrinsic value in thousands):

Weighted-
Weighted- Average
Number of Options Average  Remaintng Aggregate
e — Exercise  Contractual [Intrinsic
Employees Directors  Price Term Value
Batance December 31, 2004 1,976 88 $ 25.66
Granted 622 - 4196
Exercised (639} (286) 20.00
Forfeited {56} - 34.76
Balance December 31, 2006 1,903 62 $ 3246
Granted 302 - 51.19
Exercised {679) (20) 29.31
Forfeited (41) - 42.85
Balance December 31, 2006 1,485 42 $37.28
Granted 33 - 65.54
Exercised (148) - 32.22
Forfeited {25) - 47.21
Balance December 31, 2007 1,653 42 $43.37 6.8 $ 5,706
Options exercisable at December 31,
2007 1,003 42 $35.67 5.7 $ 5,706
2006 616 42 2875 6.1 22,517
2005 635 62 25.22 6.2 15,198

The following table summarizes the characteristics of the options
outstanding at December 31, 2007 (in thousands):

Options OQutstanding Options Exercisable

Weighted-

) Average Weighted- Weighted-
Qutstanding  Remaining Average  Exescisable  Average
Range of as of Contractual Exercise as of Exercise

Exercise Prices 12{31f07 Life Price 12/31)07 Price

$11.50-813.76 3 25 $13.15 23 §13.15
$13.77-$20.63 57 36 19.60 57 18.60
$20.64-$27.51 197 4.4 22.70 197 2270
$27.52-$34.38 42 58 29.59 42 29.59
$34.39-841.27 333 59 36.44 330 36.40
$41.28-$48.15 429 6.9 41.83 265 41.68
$48.16-$55.02 264 78 50.98 103 50.89
$55.03-$61.90 21 9.0 56.15 5 55.76
$61.91-$68.78 328 a8 65.79 23 66.75
1,695 6.8 $43.37 1,045 $ 35.67

The following table reflects the activity for unvested stock option
awards for the year ended December 31, 2007 {in thousands):

Weighted-

. Average
) Grant Date

Options Fair Value

Unvested at December 31, 2006 869 $ 5.42
Granted 3 9.75
Vested {545) 5.36
Forfeited (15) 6.10
Unvested at December 31, 2007 650 $7.73
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As of December 31, 2007, total unrecognized stock option compensation
cost of share-based compensation arrangements aggregated $3.0 million.
The cost is expected to be recognized over a weighted-average period of
approximately 1.9 years.

Exercises of Employee Stock Options

The total intrinsic value of options exercised for the year ended December
31, 2007, was approximately $3.9 million. The total cash received from
employees as a result of employee stock option exercises for the year
ended December 31, 2007, was approximately $4.3 million. The Company
settles employee stock option exercises primarily with newly issued
common shares or with treasury shares, if available.

Restricted Stock Awards

In 2007, 2006 and 2005, the Board of Directors approved grants of 89,172,
64,940 and 88,360 restricted common shares, respectively, to several
executives of the Company. The restricted stock grants vest in equal
annual amounts over a five-year period. Restricted stock awards have
the same cash dividend and voting rights as other common stock and
are considered to be currently issued and outstanding. These grants have
a weighted-average fair value at the date of grant ranging from $36.32 to
$66.75, which was equal to the market value of the Company's common
shares at the date of grant. In 2007, 2006 and 2005, grants of 5,172; 9,497
and 6,812 common shares, respectively, were issued as compensation to
the outside directors, These grants were issued equal to the market value
of the Company's stock at the date of grant.

The following table reflects the activity for unvested restricted stock
awards for the year ended December 31, 2007 {in thousands}:

Weighted-

Average
Grant Oate

Awards  Fair Value

Unvested at December 31, 2006 162 § 41.04
Granted 89 66.15
Vested (105) 44.19
Unvested at December 31, 2007 146 $ 54.47

As of December 31, 2007, total unrecognized compensation of restricted
stock award arrangements granted under the plans aggregated $8.0 million.
The cost is expected to be recognized over a weighted-average period of
approximately 1.3 years.

Performance Units

In 2000, the Board of Directors approved a grant of 30,000 Perfarmance
Units ("Performance Units") to the Company's CEQ. Pursuant to the provisions
of the Plan, the 30,000 Performance Units were converted on December
31, 2004, to 200,000 restricted common shares based on the annualized
total shareholders’ return for the five years ended December 31, 2004.
In 2002, the Board of Directors approved grants aggregating 70,000
Performance Units to the Company's CEQ, former President and current
President. The 70,000 Performance Units were converted on December 31,
2006, to 466,666 restricted commaon shares based on the annualized total




shareholders’ return, as defined by the Plan, for the five years ending
December 31, 2006. Each of these restricted share grants will vest over the
five-year period.

The fair value of each Performance Unit grant was estimated on the date of
grant using a simulation approach based model using the following assumptions:

Range
Risk-free interest rate 4.4%%-6.4%
Dividend vyield 7.80-10.9%
Expected fife 10 years
Expected volatility 20%-23%

The following table reflects the activity for the unvested awards for the
year ended December 31, 2007 (in thousands):

Awards
Unvested at December 31, 2006 136
Granted 466
Vested {(217)
Unvested at December 31, 2007 385

As of December 31, 2007, total unrecognized compensation costs of
the 2000 and 2002 Performance Units that were granted aggregated
$0.1 miltion and $0.8 million, respectively. The costs are expected to be
recognized over two- and four-year terms, respectively.

OQutperformance Awards

In December 2005 and August 2008, the Board of Directors approved grants
of outperformance long-term incentive plan agreements {*Qutperformance
Awards"} with certain executive officers. The outperformance agreements
provide for awards of the Company's common shares, or an equivalent
amount in cash, at the Company's option, to certain officers of the
Company if stated performance metrics are achieved.

With respect to the award plans granted to the Company's Chief
Executive Officer and President (the "Senior Executive Qfficers”), the
performance metrics are as fotlows: (a) a specified level of growth in the
Company's funds from operations (the “FFQ Target™}, (b) an increase in
the market price of the Company's common shares (the "Share Price
Target”), (c] an increase in the market price of the Company's common
shares relative to the increase in the market prices of the relative common
shares of companies included in a specified peer group (the “Comparative
Share Price Target"), together with the Share Price Target (the "Share Price
Metrics”), and [d) non-financial performance criteria established by the
Compensation Committee of the Board of Directors of the Company (the
"Discretionary Metrics™) and, together with the FFO Target and the Share
Price Metrics (the "Senior Executive Officer Targets”}. The beginning of the
measurement period for the Senior Executive Officer Targets is January 1,
2005, because the performance award measurement period for the Chief
Executive Officer ended December 31, 2004. The eurrent measurement
period ended December 31, 2007.

The Company will issue to the Senior Executive Officers a number of
common shares equal to (a) the dollar value assigned to the FFO Target set
forth in such officer's outperformance agreement, divided by {b) the
greater of (i) the average closing price for the comman shares over the 20

trading days ending on the applicable valuation date (as defined in the
outpeformance agreements) or {ii) the closing price per commaon share on
the last trading date before the senior executive officer valuation date [as
defined in the outperformance agreements), or the equivalent amount of
cash, at the Company's option, as soon as practicable following the
applicable vesting date, March 1, 2008.

If cne or bath of the Share Price Metrics are achieved, the Company will
issue to the Senior Executive Officer a number of shares set forth in the
agreement, depending on whether one or both of the Share Price Metrics
have been achieved, or the equivalent amount of cash, at the Company's
option, as soon as practicable following the applicable vesting date, March
1, 2008. The value of the number of common shares or equivalent amount
paid in cash with respect to the Share Price Metrics that may be paid
is capped at the amount specified in each Sentor Executive Officer's
outperformance agreement.

If, in the discretion of the Compensation Committee, the Discretionary
Metrics have been achieved, the Company will issue to the officer a
number of common shares equal to (a) the dollar value assigned to
the Discretionary Metrics set forth in such Senior Executive Officer's
outperformance agreement, {b) divided by the greater of {i) the average
closing price for the common shares over the 20 trading days ending on
the valuation date (as defined in the outperformance agreements) or (i) the
closing price per common share on the last trading date before the senior
executive officer valuation date (as defined in the outperformance
agreements), or the equivalent amount of cash, at the Company's option,
as soon as practicable following the applicable vesting date, March 1, 2008.

With respect to nine additional executive officers {the "Officers”), the
performance metrics are as follows: (a) the FFO Target, (b} a total return
to the Company's shareholders target (the “TRS Target”) and (¢) a total
return to the Company's shareholders target relative to that of the total
return to sharehclders of companies included in a specified peer group
{the “Comparative TRS Target,” together with the TRS Target, the "TRS
Metrics” and, together with the FFO Target and the TRS Target, the "Officer
Targets™). The measurement period for the Officer Targets is January 1, 2005,
threugh the earlier of December 31, 2008, or the date of a change in control.

If the FFO Target is achieved, the Company will issue to each Officer a
number of common shares equal to {a) the doilar value assigned to the
FFO Target set forth in such officer's outperformance agreement and (b)
divided by the greater of (i) the average closing price for the common
shares over the 20 trading days ending on the valuation date (as defined
in the outperformance agreements) or (i) the closing price per common
share an the last trading date before the officer valuation date (as defined
in the outperformance agreements), or the equivalent amount of cash, at
the Company's option, as soon as practicable following the applicable
vesting date, March 1, 2010.

If one or both of the TRS Metrics are achieved, the Company will issue
to each Officer a number of shares set forth in the agreement, depending
on whether one or both of the TRS Metrics have been achieved, or the
equivalent amount of cash, at the Company's option, as soon as practicable
following the applicable vesting date. The value of the number of common
shares or equivalent amount paid in cash with respect to the TRS Metrics
that may be paid is capped at an amount specified in each Officer's
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outperformance agreement, which management believes does not represent
an obligation that is based solely or predominantly on a fixed monetary
amount known at the grant date,

The fair value of each outperformance unit grant for the share price
metrics was estimated on the date of grant using a Monte Carlo approach
maodel based cn the following assumptions:

Range
Risk-free interest rate 4.405-5.0%
Dividend vield 4.400-4.50
Expected life 3-5 years
Expected volatility 19%-21%

As of December 31, 2007, $0.2 million and $0.8 million of total
unrecognized compensation costs were related to the two market metric
components associated with the granted Senior Executive Officer and the
Officers outperformance plans, respectively, and expected to be recognized
over 0.17- and 2.17-year terms, respectively.

2007 Supplemental Equity Program

In December 2007, the Board of Directors approved the 2007 Supplemental
Equity Program ("2007 Program”) for certain executive officers. The 2007
Program provides for an award pool payable in the Company's common
shares, or an equivalent amount in cash, at the Company's option, to
certain officers of the Company if the actual total return on the Company's
commaon shares during the relevant measurement period exceeds the
minimum return. The 2007 Program allows for measurement periods
beginning December 1, 2010 and final measurement period is through the
earlier of December 1, 2012, or the date of a change in control.

The minimum return is the greater of (a] an amount equal to a deemed
return on the commaon shares, including the sum of all cash dividends paid
with each such dividend deemed to be reinvested as of the ex-dividend
date, equal to a 9% annual rate compounded as of the last day of each
November during the measurement period, and [b) an amount equal to a
deemed return on the common shares, including the sum of all cash
dividends paid with each such dividend deemed to be reinvested as of the
ex-dividend date, equal te the tofal return of the FTSE NAREIT Equity Index
(total index that includes reinvested dividends) during the measurement
period (*Minimum Return”}. The actual total returr on the common shares
during the measurement period wilt be based on (a) the price of a common
share as of the last day of a measurement period plus the sum of all cash
dividends on a common share during the measurement period with each
such dividernd being deemed reinvested in common shares as of the
ex-dividend date minus {b) the closing price of a common share on
November 30, 2007 {the "Company Total Return"). The price of a common
share as of the last day of a measurement period (the “Share Price"] will
be the greater of (i) the average closing price of 3 common share as
reported on the New York Stock Exchange over the 20 trading days ending
on the relevant valuation date or (i) the closing price of a common
share as reported on the New York Stock Exchange on the trading day
immediately preceding the relevant valuation date. However, for purposes
of a valuation date that is the date of a change in control (as defined in
the 2007 Supplemental Equity Program), the Share Price will mean the
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final price per comman share agreed upon by the parties to the change in
control. A separate calculation will be made with respect to any commen
shares issued after adoption of the 2007 program, other than pursuant to
employee compensation arrangements, including any equity-based award
plan. The Minimum Return and the Company Total Return on these common
shares and the amount of any award pool payable with respect to those
shares will be calculated from the date of issuance of those shares.

Subject to adjustments, the award peol will be an amount not to exceed
the product of (a) 7.5% multiplied by (b) the product of (i} the amount
by which the Company Total Return exceeds the Minimum Return times
(i) the number of weighted average outstanding shares during the relevant
measurement period calculated on a fully diluted basis on a Funds
from Qperations basis. On each valuation date oceurring on and after
November 30, 2010, the award pool will be reduced by the total value of
all shares (or cash) previously awarded pursuant to the 2007 Program. The
maximum award pool on any valuation date equals (a) the product of (i)
1.5% times [ii) the Share Price on such valuation date times (iii} the
number of cutstanding common shares on such valuation date determined
on a fully diluted basis on a Funds from Operations basis minus (b} the
total value of all shares {or cash), if any, previously awarded pursuant to
the 2007 Program.

If for any measurement period beginning on December 1, 2010,
the Company Total Return exceeds the Minimum Return, the Company
will grant a number of shares equal to the number of shares determined
by (i) first multiplying the applicable award pool by the percentage of the
award poal and (i) dividing such product by the share price.

Any shares granted with respect to a measurement period will vest in
equal annual installments on each vesting date occurring after the end of
such measurement pericd through and including December 15, 2012. Alt
unvested shares that have not been previously forfeited will vest
immediately upon a change in cantral.

The fair value of each 2007 Program award was estimated on the date
of grant using a Monte Carlo approach model based on the following
assumptions:

Range
Risk-free interest rate 3.4%
Dividend yield 5.9%
Expected life 5 years
Expected velatitity 21%

As of December 31, 2007, $20.9 milliecn of total unrecognized
compensation costs are expected to be recognized over a 4.9-year term.

During 2007, 2006 and 2005, approximately $11.0 million, $8.3 million
and $5.7 million, respectively, was charged to expense associated with
awards under the equity-based award plans relating to stock grants,
restricted stock, Performance Units and Qutperformance Awards, In addition,
in 2007 the Company recarded approximately $0.9 million of stock-based
compensation in accordance with the provisions of SFAS 123(R), “Share-Based
Payment,” related to the former president's resignation as an executive
officer of the Company, effective May 2007.



401(k) Plan

The Company has a 401{k) defined contribution plan, covering substantially
all of the officers and employees of the Company, that permits participants
to defer up to a maximum of 15% of their compensation. The Company
matches the participant's contribution in an amount equal to 50% of the
participant's elective deferral for the plan year up to a maximum of 6% of
3 participant’s base salary plus annual cash bonus, not to exceed the sum
of 3% of the participant's base salary plus annual cash bonus. The Company's
plan allows for the Company to also make additional discretionary
contributions, No discretionary contributions have been made. Employees’
contributions are fully vested, and the Company's matching contributions
vest 20% per year. Once an employee has been with the Company five
years, all matching contributions are fully vested. The Company funds all
matching contributions with cash, The Company's centributiens for each
of the three years ended December 31, 2007, 2006 and 2005, were $0.8
million, $0.6 million and $0.6 million, respectively. The 401{k} plan is fully
funded at December 31, 2007.

Elective Deferred Compensation Plan

The Company has a nen-qualified elective deferred compensation plan for
certain officers that permits participants to defer up to 100% of their base
salaries and annual performance-based cash bonuses, less applicable taxes
and benefits deductions. The Company provides a matching contribution to
any participant who has contributed the maximum permitted under the
401(k) plan. This matching contribution is equal to the difference between (a)
3% of the sum of the participant's base salary and annual performance-based
bonus deferred under the 401(k} ptan and the deferred compensation
combined and (b) the actual employer matching contribution under the
401{k} plan. Deferred compensation related to an empioyee contribution is
charged to expense and is fully vested. Deferred compensation related to
the Company's matching contribution is charged to expense and vests
20% per year. Once an employee has been with the Company five years, all
matching contributions are fully vested. The Company's contributions
were $0.2 million, $0.1 million and $0.1 million for the three years ended
December 31, 2007. At December 31, 2007, 2006 and 2005, deferred
compensation under this plan aggregated approximately $15.6 million,
$12.3 mitlion and $9.9 million, respectively. The plan is fully funded at
December 31, 2007.

Equity Deferred Compensation Plan

In 2003, the Company established the Developers Diversified Realty
Corporation Equity Deferred Compensation Plan (the *Plan"), a non-qualified
compensation plan for certain officers and directors of the Company to
defer the receipt of restricted shares and, for compensation earned prior
to December 31, 2004, the gain otherwise recognizable upon the exercise
of options (see Note 13 regarding the deferral of stock to this Plan). At
December 31, 2007 and 2006, there were 0.8 million and 0.6 million commeon
shares, respectively, of the Company in the Pian vatued at $29.3 million and
$39.6 millicn, respectively. The Plan is fully funded at December 31, 2007.

Directors’ Deferred Compensation Plan

In 2000, the Compary established the Directors Deferred Compensation
Plan (the "Directors Pian"), a non-gualified compensation plan for the
directors of the Company to defer the receipt of quarterly compensation.
In 2007, the Company funded this obligation with common shares. At
December 31, 2007, there were less than 0.1 miilion common shares of the
Company in the Plan valued at $2.0 million. The Plan is fully funded at
December 31, 2007.

Other Compensation

During 2006 and 2005, the Company recorded $0.7 million and $1.5 million
of charges, respectively, as additional compensation to the Company's
CEQ, relating to an incentive compensaticn agreement associated with the
Company's investment in the Retail Value Fund Program. Pursuant to this
agreement, the Company's CEQ was entitled to receive up to 25% of the
distributions made by Coventry | (Note 2), provided the Company achieved
certain performance thresholds in relation to funds frem operations
growth and/or tota! shareholder return. This agreement was terminated in
January 2007 as part of the Company's acquisition of Coventry | (Note 2).
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19. Earnings and Dividends Per Share

Earnings Per Share ("EPS*) have been computed pursuant to the provisions of SFAS No. 128. The following table provides a reconciliation of income from
continuing operations and the number of common shares used in the computations of "basic” EPS, which utilizes the weighted average of common shares
outstanding without regard to dilutive potential common shares, and “diluted” EPS, which includes all such shares,

For the year ended December 31,
{In thousands, excep? per share amounts)

2007 2006 2005

Income from continuing operations $ 186,754 $ 160,011 $162,797
Plus: Gain on disposition of real estate and real estate investments 68,851 72,023 88,140
Less: Preferred stock dividends {50,934) (55,169) (55,169)
Basic and Diluted—Income from centinuing operations applicable to common shareholdes $ 204,6M $176,865 $ 195,768
Number of shares:
Basic—Average shares ouistanding 120,879 109,002 108,310
Effecs of dilutive securities:

Stock optiens 456 546 677

Qperating partnership minority interests - - -

Restricted stock 162 £5 155
Diluted—Average shares outstanding 121,497 109,613 109,142
Per share data:
Basic earnings per share data:

Income from continuing operations applicable to common shareholders $ 1.69 $ 183 3 13

Income from discontinued operations 0.17 0.19 0.29

Net income applicable to common shareholders $ 1.86 $ 182 $ 210
Diluted earnings per share data:

Income from continuing operations applicable to common shareholders $ 1.68 $ 1862 $ 11

Income from discontinued operations 0.17 0.19 0.29
Net income applicable to common shareholders $ 185 $ 181 $ 208

Options to purchase 1.7 million, 1.5 million and 2.0 million common
shares were outstanding at December 31, 2007, 2006 and 2005,
respectively (Nate 18), a portion of which has been reflected above in
diluted per share amounts using the treasury stock method. Options
aggregating 0.6 million and 0.1 million common shares were antidilutive
at December 31, 2007 and 2005, respectively, and none of the options
outstanding at 2006 were antidilutive. Accordingly, the antidilutive
options were excluded from the computations.

Basic average shares outstanding does not include restricted shares
totaling 145,980, 161,958 and 191,406 that were not vested at December
31, 2007, 2006 and 2005, respectively, or Performance Units totaling
385,333, 136,000 and 170,000 that were not vested at December 31, 2007,
2006 and 20065, respectively.

The exchange into commaon shares of the minority interests, associated
with OP Units, was not included in the computation of diluted EPS for
2007, 2006 or 2005 because the effect of assuming conversion was
antidilutive (Note 13).

The Senior Convertible Notes, which are convertible into common
shares of the Company with initial conversion prices of approximately
$74.75 and $65.11 were not included in the computation of diluted EPS
for 2007, and the 2006 Senior Convertible Notes, with an initial conversion
price of approximately $65.11, were not included in the computation of
diluted EPS for the year ended December 31, 20086, as the Company's
stock price did not exceed the strike price of the conversion feature. These
notes were not outstanding in 2005 (Note 9.

The forward equity contract entered into in December 2006 for
11.6 million common shares of the Company was not included in the
computation of diluted EPS for 2006 because the effect of assuming
conversion was antidilutive (Note 13). This contract was not outstanding
in 2007 and 2005,
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20. Federal Income Taxes

The Company elected to be treated as a REIT under the Internal Revenue
Code of 1986, as amended, commencing with its taxable year ended
December 31, 1993. To qualify as a REIT, the Company must meet a number
of organizational and operational requirements, including a requirement
that the Company distribute at least 90% of its taxable income to its
shareholders. It is management's current intention to adhere to these
requirements and maintain the Company's REIT status. As a REIT, the
Company generally will not be subject to corporate level federal income
tax on taxable income it distributes to its shareholders. As the Company
distributed sufficient taxable income for the three years ended December
31, 2007, no U.S, federal income or excise taxes were incurred.

If the Company fails to qualify as a REIT in any taxable year, it will be
subject to federal income taxes at regular corporate rates {including any
alternative minimum tax} and may not be able to qualify as a REIT for the
four subsequent taxable years. Even if the Company qualifies for taxation as
a REIT, the Company may be subject to certain state and local taxes on
its income and property, and to federal income and excise taxes on its
undistributed taxable income. In addition, at December 31, 2007, the
Company has one taxable REIT subsidiary that generates taxable income from
non-REIT activities and is subject to federal, state and local income taxes.

At December 31, 2007, 2006 and 2005, the tax cost basis of assets was
approximately $8.8 billion, $7.3 billion and $6.9 billion, respectively.




The following represents the combined activity of all of the Company's
taxable REIT subsidiaries {in thousands):

For the year ended December 31,

2007 2006 2005
Bock income (loss) before income taxes $ 47,015 $ 7770 ${5,166)
Components of income tax (benefit)
expense are as follows:
Current:
Federal $ 1,188 $ 3410 $ -
State and local 1,759 490 -
2,947 3900 -
Deferred:
Federal (12,962) (6.428) {1.875)
State and local (1,939) [345) (276)
(14,801) [7,373) {2,151)
Total benefit §(11,954)  $(3.473) $ (2,151

In 2007, the Company recognized an aggregate income tax benefit of
approximately $14.6 million. In the first quarter, the Company recognized
$15.4 million of the benefit as a result of the reversal of a previously
established valuation allowance against deferred tax assets. The reserves
were related to deferred tax assets established in prior years, at which time
it was determined that it was more likely than not that the deferred tax
asset would not be realized and, therefore, a valuation allowance was
required. Several factors were considered in the first quarter of 2007 that
contributed to the reversal of the valuation allowance. The most significant
factor was the sale of merchant build assets by the Company's taxable REIT
subsidiary in the second quarter of 2007 and similar projected taxable
gains for future periods. Other factors included the merger of varicus taxable
REIT subsidiaries and the anticipated profit levels of the Company’s taxable
REIT subsidiaries, which will facilitate the realization of the deferred tax
assets, Management regularly assesses established reserves and adjusts
these reserves when facts and circumstances indicate that a change in
estimates is necessary. Based upon these factors, management determined
that it is more fikely than not that the deferred tax assets will be realized
in the future and, accordingly, the valuation allowance recorded against
those deferred tax assets is no longer required.

The 2006 income tax benefit is primarily attributable to the Company's
ability to deduct intercompany interest costs due to the increased gain
on disposition of real estate. The alfowance of intercompany interest
expense within the Company's taxable REIT subsidiaries is subject to
certain intercampany limitations based upon taxable income as required
under Internal Revenue Code Section 163()).

The differences between total income tax expense or benefit and the
amount computed by applying the statutory federal income tax rate to
income before taxes were as follows (in thousands):

For the year ended December 31,

2007 2006 2005
Statutory rate of 34% applied to pre-tax
income (loss) $ 16,087 $ 2,642 $141,757)
Effect of state and local income taxes,
net of federal tax benefit 2,366 388 {258
Valuation allowance {decrease} increase (22,180) (13,043) 2,855
Other {8,227) 6,540 (2,991)
Total benefit $(11,954) $(3,473) $(2,151)
Effective tax rate [25.27)% {44,70)% 41,64%

Deferred tax assets and liabilities of the Company's taxable REIT
subsidiaries were as follows (in thousands):

For the year ended December 31,

2007 2006 2005
Deferred tax assets $ 41,825 $ 45,100 £ 63,394
Deferred tax liabilities (688) (237) {2,861)
Valuation ailowance™ (17.410) (36,037) {49,080)
Net deferred tax asset $ 231,727 $ 8,826 $ 1,453

1 The majority of the deferred tax assets and valuztion allowance is attributable to interest expense, subject 1 mitations and basis
ditferentials in 3515 due 10 purchase price accounting.

Reconciliation of GAAP net income to taxable income is as follows
{in thousands):

Far the year ended December 31,

2007 2006 2005
GAAP net income $ 276,047 $253.264 $282,643
Plus: Book depreciation and amortization® 112,202 93,189 64,854
Less: Tax depreciation and amortization™ (99,894) {80,852) (52,362)
Boakf1ax differences on gainsfiosses from
capital transactions 12,384 12,181 (4,382)
Joint venture equity in earnings, net? (4.321) (41,695  (1m,351)
Dividends from subsidiary REIT investments 32,281 33,446 96,868
Deferred income 9,471 {2,136 1,495
Carmpensation expense 8818 @215)  [10,589)
Miscellanecus bookftax differences, nei (20,950) (6,068) {12,186)
Taxable inceme before adjustments 326,038 252,094 254990
kess: Capital gains (116,108) (69,977)  [B4.041)
Taxable income subject to the 90% dividend
requirement $209,930  $182,117  $170949

v Depreciation expense from majority-owned Subsidranes and affiliates, which are consolidated for financial reporting purposes, but
not far tax reporting purposes, is included in the reconciliation item "JoINt venturt equity in samings, oeL”

Reconciliation between cash dividends paid and the dividends paid
deduction is as follows (in thousands):

For the year ended December 31,

2007 2006 2005
Cash dividends paid $353,094 3306929 $285710
Less: Dividends designated to prior year {6.957) {6,900) (14,651}
Plus: Dividends designated from the
following vear 6,967 6,900 6,900
Less: Portion designated capital gain
distribution (116,108) (69,877} {84,041)
Less: Return of capital {27,056) (54,835) (22,969)
Dividends paid deduction $209930 $182,117  §170,949

Characterization of distributions is as follows (per share):

For the year ended December 31,

T2007 2006 2005

Ordinary income $ 1.51 $ 1.3 $ 124
Capital gains 0.83 0.50 0.61
Return of capital 0.23 0.50 0.4
$ 257 $ 231 $ 2.06
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All of the fourth quarter dividends for each of the years ended December 31, 2007, 2006 and 2005, have been allocated and reported to
shareholders in the subsequent year. Dividends per share reported to shareholders for the years ended December 31, 2007, 2006 and 2005, are

summarized as follows:

Gross
2007 Ordinary Capital Gain Return of Total
Dividends Date Paid Intome Distributions Capital Dividends
4th quarter 2006 01/08/07  $ 0.34 $ 0.0 $ 0.05 $ 059 '
15t quarter 040907 0.39 0.21 0.06 0.66
2nd quarter 07/03/07 0.39 0,21 0.06 0.66
3rd quarter 10f02/07 0.39 0.21 0.06 0.66
4th quarter o1fo8fos - - - -
$ 151 $ 0.83 $ 0.23 $ 2.57
Gross
2006 Ordinary Capital Gain Return of Total
Dividends Date Paid Income Distriputions Capital Dividends
4th quarier 2005 01/08/0% $ 030 $ 012 $ 012 $ 054
1st quarter 04/03/06 0.33 0.13 013 0.59
2nd quarter 07/05/06 034 0.12 0.13 0.59
3rd quarter 10/02/06 034 0.13 012 0.59
4th quarter 01/08/07 - - - -
$ 131 § 0.50 $ 050 $ 231
Gross
2005 Ordinary Capital Gain Return of Total
Dividends Date Paid Income Distributions Capital Dividends
4th quarter 2004 01/06/05 $ 026 $ 013 $ 005 5 044
1st quarter 04/04/05 0.32 0.16 0.06 0.54
2nd quarter 07j05/05 033 0.16 0.05 054
3rd quarter 10f03/05 0.33 0.16 0.05 0.54
4th quarter 01/08/06 - - - -
$ 124 $ 0.61 $ o $ 206
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21. Segment Information

The Company had two reportable business segments, shopping centers and business centers, determined in accordance with SFAS No. 131, "Disclosures
About Segments of an Enterprise and Related Information.” The Company sold the majority of its business center assets in 2005, Each shopping center
and business center is considered a separate operating segment, and both segments utilize the accounting policies described in Note 1; however, each
shopping center on a stand-alone basis is less than 10% of the revenues, profit or loss, and assets of the combined reported operating segment and
meets the majority of the aggregation criteria under SFAS 131.
| At December 31, 2007, the shopping center segment consisted of 710 shopping centers {including 317 owned through unconsolidated joint ventures
| and 40 that are otherwise consolidated by the Company) in 45 states, plus Puerto Rico and Brazil. At December 31, 2006, the shopping center
| segment consisted of 467 shopping centers (including 167 awned through unconsolidated joint ventures and 39 that are otherwise consolidated by the
' Company) in 44 states, plus Puerto Rico and Brazil. At December 31, 2005, the shopping center segment consisted of 469 shopping centers (including
200 owned through unconsolidated joint ventures and 37 that are otherwise consolidated by the Company) in 44 states, plus Puerto Rico. At
| December 31, 2007, 2006 and 2005, the business center segment consisted of seven business centers in five states,
| The table below presents information about the Company's reportable segments for the years ended December 31, 2007, 2006 and 2005 (in thousands):

2007
Business Shopping
Centers Centers Other Total
| Total revenues $ 7173 $ 337678 $ 944,851
| Operating expenses {2,993) (239,318) (242,311)
| 4,180 698,360 702,540
| Unallocated expenses' $(541,232) (541,232)
, Equity in net income of joint ventures 43,229 43,229
Minority equity interests (17,783} (17,783)
Income from continuing operations $ 186,754
Total real estate assets $101,989 $8.882,749 $8,984,738
2006
| Business Shopping
' Centers Centers Qther Total
|
| Total revenues $ 47386 $ 770938 $ 775324
| Qperating expenses [1,999) {195,104) {197,103)
2,387 575,834 578,221
Unallocated expenses™ $ (440,094) (440,094}
Equity in net income of joint ventures 30,337 30,337
Minority equity intesests [8.453) (8,453}
Income from continuing operations 3 1800
Total real estate assets $ 90,772 $7,359,92) § 7,450,693
2005
Business Shopping
Centers Centers Other Total
Total revenues $ 7077 £ 671032 $ 678,108
Operating expenses {1,801) (169,459) {171,260
5276 501,573 506,849
Equity in net income of joint ventures 34873 34473
Minority equity interests (7.881} _ [7.881]
Income from continuing operations 3 162797
Total real estate assets $ 86374 $ 6,942,963 $ 7.029,337

A Unallocated expenses consist of general and administrative, interest income, interest expense, other interestfexpense, tax benefitfexpense and depreciation and amortization as Iisted in the
tonsolidated statements of operations.

|
|
|
|
|
Unallocated expensest® $ (371,044) (371,044)
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22, Subsequent Events

Debt Repayment

In January 2008, the Company repaid $100.0 million of its unsecured fixed-rate notes upon maturity.

DDR Holborn Brampton LP

In January 2008, the Company formed a 50%-owned joint venture. This joint venture acquired land in Brampton, Ontario, Canada for CON $19.0

million for future development.

23. Quarterly Results of Operations (Unaudited)

The following table sets forth the quarterly results of operations, as restated for discontinued operations, for the years ended December 31, 2007 and 2006

{in thousands, except per share amounts):

First Second Third Fourth Total

2007
Revenues $219,118 $ 252,744 $ 233,796 $ 239,193 $ 944,851
Net income 62,536 127,437 43,283 42,10 276,047
Net income applicable to common shareholders 48,744 111,429 32,16 32,224 255,113
Basic:

Net income per common share $ o042 $ 09 $ 027 $ 027 $ 186

Weighted average number of shares 114,851 124,455 123,329 120,786 120,879
Diluted:

Net income per common share $ o042 $ 08 $ 026 $ 027 $ 185

Weighted average number cf shares 115,661 125,926 123,727 121,103 121,497
2006
Revenues $ 189,795 $ 187,826 $ 194138 $ 203,665 $ 775324
Net income 49,727 78,736 62,812 61,989 253,264
Net income applicable to common shareholders 35935 64943 49020 48,197 198,095
Basic:

Net income per common share $ 033 % 059 % 045 % 044  $ 1.82

Weighted average number of shares 108,962 109,393 109,120 108,638 109,002
Diluted:

Net income per commen share 3 033 % 053§ 045  § 044 8 181

Weighted average number of shares 109,609 110,866 109,670 109,308 109,613

In February 2007, a subsidiary of the Company merged with IRRETI
(Note 4). As such, the first quarter of 2007 resuits of operations shown
above are not comparable to the remaining quarters.

Management's Report on Internal Control
Over Financial Reporting

The Company's management is responsible for establishing and maintaining
adequate internal control over financial reporting as defined in £xchange
Act Rule 13a-15(f). Because of its inherent limitations, internal control
over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject
to the risk that controls may become inadequate because of changes
in conditions, or that the degree of compliance with the policies or
pracedures may deteriorate. Management assessed the effectiveness of its
internal control aver financial reporting based on the criteria set forth by
the Committee of Sponsoring Organizations of the Treadway Commission
{COS0]) in Internal Control — Integrated Framework. Based on those criteria,
management concluded that the Company's internal control over financial
reporting was effective as of December 31, 2007,
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The effectiveness of the Company's internal control over financial
reporting as of December 31, 2007, has been audited by Pricewaterhouse-
Coopers LLP, an independent registered public accounting firm, as stated
in their report which appears herein.

Changes in Internsl Contral over Financlial Reporting

During the three-month period ended December 31, 2007, there were no
changes in the Company's internal control over financial reporting that
materially affected or are reasonably likely to materialfy affect the
Company's internal control over financial reporting.




PRICEAVATERHOUSE(COPERS

REPORT OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM

To the Board of Directors and Shareholders of
Developers Diversified Realty Corporation:

In our opinion, the accompanying consolidated balance sheets and the
related consolidated statements of operations and comprehensive income,
of sharehelders’ equity and of cash flows present fairly, in all material
respects, the financial position of Developers Diversified Realty Corporation
and its subsidiaries (the "Company”) at December 31, 2007 and 2006, and
the results of their operations and their cash flows for each of the three
years in the peried ended December 31, 2007 in cenformity with accounting
principles generally accepted in the United States of America. Also, in our
opinion, the Company maintained, in all material respects, effective internal
control over financial reporting as of December 31, 2007, based on criteria
established in Interna! Control - Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission
{COS0). The Company's management is responsible for these financial
statements, for maintaining effective internal control over financial
reporting and for its assessment of the effectiveness of internal control
over financial reporting, included in the accompanying "Management's
Report on Internal Control over Financial Reporting.” Qur responsibility is
to express opinions on these financial statements and on the Company's
internal control over financial reporting based on our integrated audits.
We conducted our audits in accordance with the standards of the Public
Company Accounting Qversight Board (United States). Those standards
require that we plan and perform the audits to obtain reasonable assurance
about whether the financial statements are free of material misstatement
and whether effective internal control over financial reporting was
maintained in all material respects. Our audits of the financial statements
included examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles
used and significant estimates made by management, and evaluating the
overall financial statement presentation. Our audit of internal control over
financial reporting included obtaining an understanding of internal control
over financial reporting, assessing the risk that a material weakness exists,
and testing and evaluating the design and operating effectiveness of
internal control based on the assessed risk. Qur audits also included
performing such other procedures as we considered necessary in the
circumstances. We believe that our audits provide a reasonable basis for
our opinions.

A company's internal control over financial reporting is a process
designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles. A
company's internal control over financial reporting includes those policies
and procedures that (i) pertain to the maintenance of records that, in
reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (i) provide reasonable assurance
that transactions are recorded as necessary to permit preparation of
financiat statements in accordance with generally accepted accounting
principles, and that receipts and expenditures of the company are being
made only in accordance with authorizations of management and
directors of the company; and (iii) provide reasonable assurance
regarding prevention or timely detection of unauthorized acquisition,
use, or disposition of the company's assets that could have a material
effect on the financial statements.

Because of iis inherent limitations, internal control over financial
reporting may not prevent or detect misstatements. Also, projections of
any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that
the degree of compliance with the policies or procedures may deteriorate,

Frisarticdioease Lo P

Cleveland, Ghio
February 29, 2008
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Price Range of Common Shares (Unaudited)

The high and low sale prices per share of the Company's commaon shares,
as reported on the New York Stock Exchange (the "NYSE") composite tape,

and declared dividends per share for the quarterly periods indicated were
as follows:
High Low Dividends
2007:
First $72.33 $61.43 $0.66
Second 66.70 50.75 0.66
Third 56.85 46.28 Q.66
Fourth 59.27 37.42 0.66
2006;
First $ 56993 $ 4695 $ 059
Second 54.81 48.49 059
Third 56.18 511 0.59
Fourth 66.36 55.33 0.59

As of February 15, 2008, there were 13,621 record holders and
approximately 57,815 beneficial owners of the Company's common shares.

Performance Graph

Set forth below is a line graph comparing the cumulative total return of
hypothetical investment in common shares with the cumulative total return
of a hypothetical investment in each of the Russell 2000 Index and the
NAREIT Equity REIT Total Return Index based on the respective market prices
of each such investment on the dates shown below, assuming an initial
investment of $100 on January 1, 2003 and the reinvestment of dividends,

$450

400 ——

’ Developers Diversifed

$350 /\ Realty Corparation

£300
$250 Russell 2000 Index
$200 —_—
£150 NAREIT Equity

$100 REIT Total Return

350 01/03  12{03 1204 12f05 1206 12007

01/01/2003  12/31j2003  12/31/2004 12/1/2005  12{31/2006  1231/2007

Developers Diversified Realty Corporation $100.00 $161.84 $224.58 $249.70 $348.57 $223.49
Russell 2000 Index $100.00 $147.25 $174.24 $182.18 $215.64 $212.26
NAREIT Equity REIT Total Return $100.00 $137.13 $180.43 $202.38 $273.34 $230.45
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PORTFOLIO

Alabama
Birmingham

Cullman
Dothan
Florence
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Florida
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Crystal River

Davtona Beach
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Fort Myers
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Mervyns (4)
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Steele Crossing
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Valley Park Centre
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Buena Park Downtown
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Mervyns (13)

Paseo Colorado

The Pike at Rainbow Harbor
Ocean Piace Cinemas
Mervyns (2)

Mervyns (3)

1000 Van Ness

Crescent Drive at Downtown Pleasant Hill

Hilltep Plaza
Mervyas (6)

Aspen Grove

Centennial Promenade
Circuit City - Highland Ranch
FlatAcres MarketCenter
Flatiron Marketplace

Parker Pavilions

Pioneer Hills

Tamarac Square

University Hills

Mulberry and Lemay Crossing

Connecticut Cnmmons
Manchester Broad Street
Naugatuck Valley
Windsor Court

Cortez Plaza

Creekwood Crossing
Lakewood Ranch Plaza
Crystal River Plaza

Crystal Springs

KB Homes

PetSmart - Daytona Beach
Volusia Point Shopping Center
Shoppes at Paradise Point
Watercolor Crossing
Rotenda Plaza

Cypress Trace

Market Square

Shoppes of Citrus Hills
Arlington Plaza
Jacksonville Regional

Jacksonville
Lake Wales
Lakeland
Lantana

Melbourne
Miami

Naples

Ocala

Orlando

Ormond Beach
Pensacola

Sarascta
Tallahassee

Tampa

Vero Beach

Georgia

Athens

Atlanta

The Village Shopping Center
Shoppes on the Ridge
Highlands Plaza

takeland Marketplace
Meadows Square
Melbourne Shopping Center
Aberdeen Square

Bass Pro Qutdoor World
Boynton Commons
Flamingo Falls

Hillsbora Square

Midway Plaza

Northiake Commons
Paradise Place

Paradise Promenade
Paraiso Plaza

Plaza Del Paraiso

River Run

Sheridan Square

Tequesta Shoppes

The Fountains

The Shops at Midtown Miami
Universal Plaza

Village Square at Golf
Vision Warks

Carillon Place

Countryside Shoppes
Heather Island

QOcala West

Steeplechase Plaza

Bank First

Casselberry Commons
Chickasaw Trail

Circuit City Plaza

Conway Plaza

CVS Pharmacy

Qviedo Park Crossing
Piedmont Plaza

Sand Lake Corners

Shoppes of Lake Mary
Skyview Plaza

West Oaks Town Center
Winter Park Palms

Ormond Towne Square
Gulf Breeze Marketplace
Palafox Square

Sarasota Pavilion

Capital West

Killearn Shopping Center
Southweod Village
Bardmoor Promenade
Brandon Boulevard Shoppes
Brooker Creek

Clearwater Collection
Gateway Mall

Kmart Shopping Center
Lake Brandon Piaza

Lake Brandon Village

Lake Walden Square
Mariner Square

New Tampa Commons
North Pointe Plaza

Plant City Crossing

Point Plaza

Shoppes at Gelden Acres
Shoppes at Lithia

Shoppes of New Tampa
Tarpon Square

The Shoppes of Boot Ranch
Town N' Country Promenade
Walk at Highwoods Preserve
Walk at Highwoods Preserve il
Circuit City - Vero Beach

Athens East

Bi-Lo Sylvania
Abernathy Square
Barrett Pavilion
Bartow Marketplace
Blockbuster
Brookhaven Plaza




Atlanta

Augusta
Columbus
Cumming
Douglasville
Griffin
Lawrenceville
Loganvilte
Macon

McDonough
Rome
Warner Robins

Idaho
Boise

Idaho Falls

Nlingis
Chicago

Mt. Vernon
Rockfard

Indiana
Bedford
Evansville
Highland
Indianapolis.
Lafayette
South Bend

lowa
Cedar Rapids
Ottumwa

Kansas
Kansas City
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Cascade Corners
Cascade Crossing
Chamblee Plaza
Clearwater Crossing
Cofer Crossing

Deshon Plaza

Douglas Pavilion
Fayette Pavilion

Five Forks Crassing

Flat Shoals Crossing
Hairston Crossing
Heritage Pavilion
Hickory Flat Village
Hiram Pavilion

Jo-Ann

Johns Creek Towne Center
Jones Bridge Square
Market Sguare
Marketplace at Millcreek
Newnan Crossing
Newnan Pavilion
Perimeter Pointe
Pleasant Hill Plaza
Pleasant Hill Square
Presidential Commons
Rite Aid Pharmacy (4}
Riverstone Plaza

Sandy Plains Village
Shannon Square
Sharon Green

Shoppes of Ellenwood
Shoppes at Lake Dow
Shops at John's Creek
Shops at Turner Hill
Sofa Express
Southampton Village
Seuthlake Pavilion
Springfield Park
Stonebridge Square
Stonecrest Marketplace
Suwanee Crossroads
Town Center Commans
Town Center Prade
Turner Hill Marketplace
Venture Pointe
Woodstock Place
Woodstock Square
Goody's Shopping Center
Bradley Park Crossing
Cumming Marketplace
Douglasville Marketplace
Ellis Crossing

Five Forks Village
Midway Plaza

David's Bridal Center
Eisenhower Crossing
Kmart

MeDonough Marketplace
Circuit City

City Crossing

Lowe's Home Impravement

Warner Robins Place

Meridian Crossroads
Nampa Gateway Center
Country Club Mall

Deer Park Town Center
Home Depot Center
The Shops at Fox River
Village Crossing
Woodfield Village Green
Times Square Mall
Hilander Village
Walgreens

Town Fair Center
East Lioyd Commons

Highland Grove Shopping Center

Glenlake Plaza
Park East Marketplace
Broadmoor Plaza

Northland Square
Quincy Place Mall

Merriam Town Center

Qverland Pointe Marketplace

Town Center Piaza

Wichita

Kentucky
Lexington

Louisville

Louisiana
Covington

Maine
Brunswick

Maryland
Bowie
Glen Burnie
Hagerstown
Salisbury
Upper Marlboro twashington)
White Marsh Washingtonl

Massachusetts
Boston

Seekonk_—
West Springfield
Worcester

Michigan
Bad Axe
Benton Harbor.
Cheboygan
Chesterfield
Detroit

Gavlord
Grand Rapids.

Houghton
Howell

Lansing

Mt. Pleasant
Sault St. Marie

Minnesota
Bemidji
Brainerd
Hutchinson
Minneapolis

St. Paul
Worthington

Mississippi
Guifport
Jackson
Oxfard
Starkville
Tupelo

Missouri
Fenton
Independence
Kansas City
Springfield
St. Louis

Nevada
Las Vegas.
Reno

New Jersey

Brick (New York Ciry)
East Hanover (New York Cityl—

Edgewater (New York City)—
Freehold—
Jersey City (New York Ciy) —
Lumberton (Priladeiphia)
Lyndhurst

Eastgate Plaza

Carriage Gate

North Park Marketplace
South Farm Marketplace
Cuter Loop Plaza

Covington Corners

Cook’s Corner

Duvall Village
Harunda'e Plaza
Valley Park Commons
The Commans

Largo Tawne Center
Costco Plaza

Gateway Center
Shoppers World
Seekonk Town Center
Riverdale Shops
Sam'’s Club

Huron Crest Plaza

Fairplain Plaza

Kmart Plaza

Chesterfield Corners

Bel-Air Centre

Milan Plaza

Walgreens - Dearborn Heights
Walgreens - Livonia
Walgreens - Port Huron
Walgreens - Westiand

Pine Ridge Sguare

Grandville Marketplace

Green Ridge Square

Copper Country Mall

Grand River Plaza

The Marketplace at Delta Township
Indian Hills Plaza

Cascade Crossing

Paul Bunyan Mall
Westgate Mall
Hutchinson Mall
tagan Promenade
Maple Grove Crossing
Riverdale Village
Midway Marketplace
Northland Mall

Crossroads Center
The lunction
Oxford Place
Starkville Crossings
Big Daks Crossing

Fenton Plaza

Independence Commons

Ward Parkway Center

Morris Corners

Graveis Village Shopping Center
Jefferson County Plaza

Qlympic Qaks Viliage
Southtown Centre

St. John Crossings

The Plaza and Shoppes at Sunset Hills
The Promenade at Brentwood

Mervyns (3)
Merwyns (2)
Reno Riverside

Brick Center Plaza

East Hanover Plaza
Loews Theatre Complex
Edgewater Towne Center
Freeheld Marketplace
449 Commons
Crossroads Plaza
Lewandowski Commons




Mays Landing

Mt. Laurel (Pritagetphia)
Princeton
Trenton

Union (New York City),
West Long Branch
West Patterson (New vork Civy

New Mexico
Los Alamos.

New York

Albany
Buffalo

Dansville
Dunkirk
Elmira

Ithaca
lamestown
Norwich
Olean
Piattsburgh
Rochester.

Rome
Syracuse

Utica
Warsaw

North Carolina
Asheville

Charlatte

Hamilten Commons
Wrangleboro Consumer Square
Centerton Square

Nassau Park Pavilicn

Hamilton Marketplace

Route 22 Retail Center
Monmouth Consumer Sguare
West Falls Plaza

Mari Marc Village

Mohawk Commons

7370 Transit Road

BI's Plaza - Hamburg
Borders Books - Walden
Boulevard Consumer Square
Burlington Plaza
Crossroads Centre

Delaware Consumer Sguare
Eastgate Plaza

Elmwood Regal Center
Home Depot Plaza - West Seneca

Home Depot Plaza{McKinley Milestrip Plaza

JoAnn Plaza

Marshalls Plaza

McKinley Mall Qutparcels
Mid-City Plaza

Office Depot Plaza
Premier Place

Regal Cinemas - Niagera Falls
Rite Aid Pharmacy (3
Seneca Ridge Plaza
Sheridan/Delaware Plaza
Sheridan{Harlem Plaza
Thruway Piaza

Tops Plaza - Amherst
Tops Plaza - Arcade

Tops Plaza - Cheektowaga
Tops Plaza - Hamburg
Tops Plaza - Lockport
Tops Plaza - Tonawanda
Transit Commons

Transit Wehrle Retail Center
Union Consumer Square
Union Road Plaza

Walden Consumer Square
Walden Place
Williamsville Place
Youngman Plaza

Tops Plaza - Dansville
Rite Aid Pharmacy

Big Flats Consumer Sguare
Southern Tier Crossing
Tops Plaza - Elmira

Tops Plaza - Ithaca

Tops Plaza - Jamestown
P&C Plaza

Wal-Mart Plaza
Plattsburgh Consumer Square
Batavia Commons

BJ's Plaza

Culver Ridge Plaza
Jo-ann[PetSmart Plaza
Kmart Plaza - Chili
Pancrama Plaza

Tops Plaza - Avon

Tops Plaza - Batavia

Tops Plaza - Hamlin

Tops Plaza - LeRoy

Tops Plaza - Ontario
Victar Square

Westgate Plaza

Freedom Plaza

Dewitt Commons
Michaels - DeWitt
Hannaford Plaza

New Hartford Consurmer Square
Tops Plaza - Warsaw

Oakley Plaza

River Hills

Birkdale Village

Bi's Whalesale Club
Camfield Corners
Mooresville Cansumer Square
Rite Aid Pharmacy
Rosedale Shopping Center
Southlake Shopping Center
Sycamore Commons
Winslow Bay Commons

Durham

Fayetteville

Greensboro

Indian Trail
Jacksonville
New Bern
Raleigh

Salisbury
Southern Pines
Washington
Witmington

Wilson
Winston-Salem

North Dakota
Dickinson
Ohio
Akron
Ashtabula

Boardman
Canton

Chiliicothe
Cincinnat/

Cleveland

Columbus

Dayton

Gallipolis
Lebanon—
Steubenviile Pittsburgh) ——
Tiffin—
Toledo

Xenia

Oklahoma
Oklahoma City

Qregon
Portland

Pennsylvania
Allentown

Erie.

Harrisburg

New Castle
Philadelphia

Pittsburgh

Chatham Crossing
Meadowment Village
QOxford Commons

Patterson Place

South Square

Cross Pointe Center
Fayetteville Pavilion

Adam’s Farm

Alexander Place

Golden Gate Shopping Center
Wendover Village Phase | & li
Union Town Centre
Gateway Plaza

Rivertowne Square

Beaver Creek Commeons
Beaver Creek Crossings
Capital Crossing

Capital Plaza

Circuit City - Cary

Clayton Corners

Millpond Village

Rite Aid Pharmacy - Perry Creek
Sexton Commons

Wakefield Crossing
Alexander Pointe

Southern Pines Marketplace
Pamiico Plaza

Qleander Shopping Center
University Centre

Forest Hills Centre

Harper Hill Commons

Oak Summit

Shops at Oliver Crossing

Wal-Mart Supercenter - Winston-5alem

Prairie Hills Mali

Stow Community Center
Ashtabula Commons
Southland Crossings
Belden Park Crossings
Wal-Mart Supercenter
Chillicothe Place
Glenway Crossing
Hamilton Square

Kroger - Cincinnati
Kroger - West Chester
Tri-County Mall
Barrington Town Center
Elyria Shopping Center
Great Northern Plazas
Macedonia Commans
Shoppes at Willoughby Hills
Uptown Salon

West Bay Plaza
Consumer Square West
Derby Square

Dublin Village Center
Easton Market

Hilliard Rome Commons
Lennox Town Center
Perimeter Center

Sun Center

Nerth Heights Plaza
Gallipelis Marketplace
Countrysice Place

Lowe's Home Improvement - Steubenville

Tiffin Mall

Dick's Sporting Goads
Springfield Commons
Westpark Square

CVS Pharmacy

Tanasbourne Town Center

BJ's Plaza

West Valley Marketplace
Erie Marketplace

Peach Street Square
Rite Aid Pharmacy (6]
West 38th Plaza

Carmp Hill Center

Carlisle Commons Shopping Center

Rite Aid Pharmacy

Kmart Plaza

Overlook at King of Prussia
Mt. Nebo Pointe

Rite Aid Pharmacy (7)




Pittsburgh

Puerto Rico
Arecibo

Cayey
Fajardo
Guayama
Humacao
Isabela

San German

San Juan

Vega Baja

Rhode Island
Providence

South Carolina

Aiken
Andersan

Camden
Charleston

Columbia

Gaffney
Greenville

Greenwood
Myrtle Beach

Orangeburg
South Anderson
Spartanburg

South Dakota
Watertown

Tennessee
Brentwood
Chattanooga

Columbia
Jackson
Johnson City
Knoxville

Memphis
Motristown

Murireesboro
Nashville

Texas

Austin
Dallas

Fort Worth
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Township Marketplace
Waterfront Towne Center

Plaza del Atlantico
Ptaza del Norte
Plaza Cayey
Ptaza Fajardo
Plaza Wal-Mart
Plaza Palma Real
Plaza Isabela
Camino Real
Plaza del Oeste
Plaza del Sol
Plaza Escorial
Plaza Rio Hondo
Rexville Plaza
Senorial Plaza
Plaza Vega Baja

Middletown Village
Warwick Center

Aiken Exchange

Anderson Central Shopping Center
North Hil! Commons

Rite Aid Pharmacy - Piedmont
Springdale Plaza

Ashley Crossing

Bi-Lo at Shelmore

North Charleston Center

North Pointe Plaza

Rite Aid Pharmacy - Fort Milt
Wando Crassing

Columbiana Station

Harbison Court

Lexington Place

Target Super Center

Rite Aid Pharmacy - Gaffney
Center Pointe

Fairview Station

Hampten Point

North Hampton Market

Rite Aid Pharmacy - Greenville
The Point

Wal-Mart Supercenter - Greeaville
Bi-Lo - Northside Plaza
Gateway Plaza

The Plaza at Carolina Forest
North Road Plaza

Crossroads Plaza

Rite Aid Pharmacy - Blackstock
Rite Aid Pharmacy - Spartanburg
Rite Aid Pharmacy - Woodruff
Northpoint Marketplace

Watertown Mall

Cool Springs Pointe
Overlook at Hamilton Place
PetSmart

Columbia Square

West Towne Commons
Johnson City Marketplace
Farragut Pointe

Pavilion of Turkey Creek
Town & Country Commons
American Way

Qakland Marketplace
Crossroads Square

Towne Centre

Bellevue Place
Hendersonville Lowe's
Northereek Commons

The Marketplace
Willowbrook Commons

The Shops at Tech Ridge
CVS Pharmacy (1]
Garland Plaza

Kroger - Grand Prairie
Lakepointe Crossing
MacArthur Marketplace
McKinney Marketplace
Rowlett Plaza

Terrell Plaza

The Marketplace at Town Center
Bridgewood Marketplace

Frisco_ Frisco Marketplace
Houston . Kroger Junction

Lowe's Home Improvement - Baytown
Lowe's Home Improvement - Houston

5an Antonio Bandera Pointe
Mervyns
Village a1 Stone Qak
Westover Marketplace
Wichita Falls CVS Pharmacy (ZF
Utah

Ogden—. . Family Center at Ogden 5 Points

Qrem_______ Family Center at Orem
Salt Lake City Family Center at Fort Union
Family Center at Riverdale

Family Center at Taylorsville

Family Place at 3300 South

Vermont
Berline e Berlin Mall

Virginia
Fairffax— Fairfax Towne Center
Lynchburg—__ Candlers Station

Ward's Crossing
Waynesboro Commons
Martinsville ... Liberty Fair Mali
Norfolke——w——— Denbigh Village
Jefferson Plaza
Kroger Plaza
Richmond—___ Bermuda Square
Chesterfield Crossing
Commonwealth Center
Crecks at Virginia Center
Downtown Short Pump

Washington Cascade Marketplace
Loisdzle Center
PetSmart - Fredricksburg
Spring Mall Center
Winchester____ Apple Blossom Corness
Wytheville______ Wytheville Commons
Washington
Olympia — Circuit City - Olympia
Seattle_—___ Tatem Lake Malls
Wast Virginia
Huntington_________ B8arboursville Shopping Center
Morgantown—___ Glermark Center
Weirton. . Rite Aid Pharmacy
Wisconsin
Appleton______ Wealgreens - Oshkosh
Milwaukee___ Marketplace at Brown Deer

Point Loomis

Shoppers World of Brookfield

West Allis Center
Racine_________ Viltage Center

Brazil
Brasiia—____ Patio Brasil Shepping
Campinas——___ Parque Dom Pedro
Franca—_______ Franca Shopping
SapPaulo— Boavista Shopping
Campo Limpa Shopping
Plaza Sul

Shopping Metropole
Shopping Penha
Tivoli Shopping

Service Merchandise Locations

Alabama Huntsville Massachusetis
Arizona Mesa
Connecticut  Danbury Michigan
Manchester Mississippi
Delaware Dover Nevada
Florida Bradenton New Hampshire
Qcala New Jersey
Ortando
Pensacola New York
St. Petersburg North Carolina
Stuart COklahema
Georgia Duluth South Carolina
{llinois Burbank Tennessee
Crystal Lake
Downers Grove
Lansing Texas
Indiana Evansville
Kentucky Lexington
Louisville
Paducah
Louisiana Baton Rouge Virginia
Bossier City
Houma

Burlington
Swansea
Westland
Hattiesburg
Las Vegas
Salem
Paramus
Wayne
Middletown
Raleigh
Warr Acres
N. Charleston
Antioch
Franklin
Knoxville
Baytown
Langview
McAllen
Richardsan
Sugar Land
Chesapeake




BOARD OF DIRECTORS

Scott A. Wolstein
Chairman of the Board and Chief Executive Officer

Dean S. Adler
Chief Executive Officer, Lubert-Adler Partners, LP.

Terrance R. Ahern
Co-Founder and Principal, The Townsend Group

Robert H. Gidel
President, Ginn Development Company, LLC

Victor B. MacFarlane
Managing Principal, Chairman and Chief Executive Officer,
MacFarlane Partners

Craig Macnab
Chief Executive Officer, National Retail Properties

Scott D. Roulston
Chief Executive Officer, Fairport Asset Management

Barry A. Sholem
Partner, MDS Capital, LP.

William B. Summers, Ir
Retired



OFFICERS

Scott A. Wolstein
Chairman of the Board and Chief Executive Officer

Danijel B. Hurwitz
President and Chief Operating Officer

David J. Oakes
Executive Vice President of Finance and Chief Investment Officer

Joan U. Allgood Exccutive Vice President of Corporate Transactions and Governance Francis X. Gonzalez Vice President of Property Management - Puerto Rico
Richard E. Brown Executive Vice President of International James H. Grafmeyer vice President of Development - Narthern Region
Timothy J. Bruce Executive Vice President of Development Stanley R. Hoffman Vice President of Development - Western Region

William H. Schafer Executive Vice President and Chief Financial Officer Neal Infante Vice President and Property Controller

Robin R. Walker-Gibbons Executive Vice President of Leasing Dale K. Johnson Vice President and Corporate Controller

David C. Dieterle Senior Vice President of Leasing - Southern Region Kevin ). Kessinger Associate General Counse! - Development

Steven M. Dorsky Senior Vice President of Leasing - Northern Regicn Dawn M. Lecklikner Vice President of Property Management - Specialty Centers
Marc A. Hays Senior Vice President of Leasing - Specialty Centers Timothy J. Lordan Vice President of Funds Management

Daniel M, Herman Senior Vice President of Development Lorraine McGlone Vice President of information Technology

John S. Kokinchak Senior Vice President of Property Management Ketan K. Patel Associate General Counsel - Corporate

Joseph G. Padanilam Senior Vice President of Acquisitions and Dispositions Bill Read Vice President of Leasing - Southern Region

Christa A. Vesy Senior Vice President and Chief Accounting Officer John W. Sabatos Vice President of Construction

Anthony L. Vodicka Senior Vice President of Leasing - Western Region Scott R. Schroeder vice President of Marketing and Corparate Communications
David E. Weiss Senior Vice President and General Counsel Craig A. Schultz Vice President of Tax

Nan R. Zieleniec Senior Vice President of Human Resources Mark R. Stanfield vice President of New Business Development

Erik W. Christopher Vice President of Development Leasing Kenneth L. Stern Vice President of Peripheral Development

Eric C. Cotton Associate General Counsel - Litigation Edward T. Sullivan Regional Vice President of Property Management - Eastern Region
Jerry M. Cyncynatus Associate General Counsel - Leasing Jason B. Vipperman Regicnal Vice President of Property Management -
Michelle M. Dawson Vice President of Investor Refations Central and Western States Region

David J. Favorite Vice President of Property Management - Community Centers Charles A. Worsham Vice President of Expansions and Redevelopments

Francine J. Glandt Treasurer and Vice President of Finance
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SHAREHOLDER INFORMATION

Legal Counsel

Baker & Hostetler LLP
Cleveland, Qhio

Independent Registered Public Accounting Firm

PricewaterhouseCoopers LLP
Cleveland, Ohio

Transfer Agent and Registrar

National City Bank
Shareholder Services

P.0. Box 92301

LOC 01-5352

Cleveland, Ohio 44101-4301
1-888-221-7289

Form 10-K

A copy of the annual report filed with the Securities and Exchange
Commission on Form 10-K is available, without charge, upon written
request to Michelle M. Dawson, Vice President of Investor Relations
at the Company's Executive Offices at the address shown below

or on our Web site.

Annual Meeting

May 13, 2008, 9:00 am,
The Company's corporate offices

Corporate Offices

Bevelopers Diversified Realty
3300 Enterprise Parkway
Beachwood, Ohio 44122
216-755-5500

www.ddr.com

CEO AND CFO CERTIFICATIONS

In 2007, DDR's chief executive officer (CEQ)} provided to the New York
Stock Exchange the annual CEO certification regarding DDR's compliance
with the New York Stock Exchange's corporate governance listing standards.
In addition, DDR’s CEQ and chief financial officer fited with the U.S. Securities
and Exchange Commission all required certifications regarding the guality
of DDR's public disclosures in its fiscal 2007 reports.
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